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INTERIM INCREASE IN FNMA BORROWING AUTHORITY 


THURSDAY, FEBRUARY 7, 1957 


House or RepresENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 


The committee met at 10 a. m., in room 1301, House Office Building, 
Hon. Brent Spence (chairman) presiding. 

Members present: Messrs. Spence (presiding), Brown, Patman, 
Rains, Mrs. Sullivan, Mrs. Griffiths, Messrs. Vanik, Rutherford, Coad, 
Anderson, Talle, Kilburn, McDonough, Widnall, Betts, Mumma. 
McVey, Hiestand, Bass, Seely-Brown, Henderson, Chamberlain. 

The Cuatrrman. The committee will be in order. 

(The joint resolutions follow :) 


{H. J. Res. 209, 85th Cong., 1st sess.] 


JOINT RESOLUTION Teo provide interim assistance, through the Federal National 
Mortgage Association, in relieving the shortage of funds for home loans pending further 
investigation of housing credit conditions 
Resolved by the Senate and House of Reprsentatives of the United States of 

America in Congress assembled, That (a) section 308 (d) of the National Housing 

Act is amended by adding at the end thereof the following new sentence: “In 

addition to the preferred stock provided for in the first sentence of this subsec- 

tion, the Association is authorized and directed to issue and deliver to the 

Secretary of the Treasury, and the Secretary of the Treasury is authorized and 

directed to accepted, preferred stock of the Association having an aggregate par 

value equal to $50,000,000.” 

(b) Section 303 (e) of such Act is amended (1) by striking out “pursuant to 
subsection (d)” and inserting in lieu thereof “pursuant to the first sentence of 
subsection (d)”, and (2) by adding at the end thereof the following new sentence: 
“The preferred stock of the Association delivered to the Secretary of the Treasury 
pursuant to the second sentence of subsection (d) of this section shall be in 
exchange for a note or notes of the Association, aggregating $50,000,000 in 
principal amount (and upon which the accrued interest shall have been paid 
through the date of delivery), held by the Secretary of the Treasury pursuant 
to the authority contained in section 304 (c).” 

Sec, 2. Section 304 (c) of the National Housing Act is amended by striking 
out all of the second sentence after “or (2)” and inserting in lieu thereof the 
following: “such purchase would increase the aggregate principal amount of 
his then outstanding holdings of such obligations under this subsection to an 
amount greater than $1,350,000,000.” 


{H. J. Res. 210, 85th Cong., Ist sess.] 


JOINT RESOLUTION To provide interim assistance, through the Federal National 
Mortgage Association, in relieving the shortage of funds for home loans pending further 
investigation of housing credit conditions 
Resolved by the Senate and House of Representatives of the United States of 

America in Congress assembled, That (a) section 308 (d) of the National Housing 

Act is amended by adding at the end thereof the following new sentence: “In 

addition to the preferred stock provided for in the first sentence of this sub- 

section, the Association is authorized and directed to issue and deliver to the 
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Secretary of the Treasury, and the Secretary of the Treasury is authorized and 
directed to accept, preferred stock of the Association having an aggregate par 
value equal to $50,000,000.” 

(b) Section 303 (e) of such Act is amended (1) by striking out “pursuant to 
subsection (d)” and inserting in lieu thereof “pusuant to the first sentence of 
subsection (d)”, and (2) by adding at the end thereof the following new sen- 
tence: “The preferred stock of the Association delivered to the Secretary of 
the Treasury pursuant to the second sentence of subsection (d) of this section 
shall be in exchange for a note or notes of the Association, aggregating $50,- 
000,000 in principal amount (and upon which the accrued interest shall have been 
paid through the date of delivery), held by the Secretary of the Treasury pur- 
suant to the authority contained in section 304 (c).” 

Sec. 2. Section 304 (c) of the National Housing Act is amended by striking 
out all of the second sentence after “or (2)” and inserting in lieu thereof the 
following: “Such purchase would increase the aggregate principal amount of 
his then outstanding holdings of such obligations under this subsection to an 
amount greater than $1,350,000,000.” 

The Cuarrman. We are met this morning to consider House Joint 
Resolution 209, to provide interim assistance, through the Federal 
National Mortgage Association, in relieving the shortage of funds for 
home loans pending further investigation of housing credit conditions. 

Dr. Talle has also introduced an “identical resolution. 

I am sure the committee is familiar with the reasons for the intro- 
ducion of this resolution. It is a stopgap measure, to provide imme- 
diate funds for FNMA, in the sum of $500 million. 

It is the intention to make these funds available immediately, and 
im the near future we will have to go into all the matters in connection 
with the Federal National Mortgage Association. I hope that this 
matter will be considered separately from the other issues that might 
be drawn into the hearings, however. 

We have with us this morning Mr. Baughman. 

Mr. Baughman, identify yourself and proceed with your statement, 
please. 


STATEMENT OF J. STANLEY BAUGHMAN, PRESIDENT, FEDERAL 
NATIONAL MORTGAGE ASSOCIATION ; ACCOMPANIED BY ROBERT 
NEWTON REID, VICE PRESIDENT AND GENERAL COUNSEL 


Mr. Baveuman. Mr. Chairman and members of the committee, my 
name is J. Stanley Baughman. I am the President of the Federal 
National Mortgage Association. My purpose today is to discuss House 
Joint Resolutions 209 and 210, identical resolutions to amend that part 
of the Federal National Mortgage Association Charter Act which 
relates to the secondary market “operations. 

These resolutions would carry out, in part, recommendations made 
by the President on the same subject in connection with his budget 
message for the fiscal year 1958. 

My statement will explain the legislation which would fully carry 
out those recommendations. Further legislation with respect. to other 
FNMA matters, and with respect to housing matters generally, will be 
recommended by the executive branch. 

However, because of the urgent need for enactment of legislation on 
the limited subject matter of these House joint resolutions, we strongly 
recommend action on them prior to action on other housing proposals 
as have been or will be presented to your committee. 

I shall preface my statement today with some brief remarks con- 
cerning the present overall FNMA. As you know, the Federal Na- 


; 
: 
: 
: 
| 








INTERIM INCREASE IN FNMA BORROWING AUTHORITY 3 


tional Mortgage Association Charter Act, enacted in 1954, rechartered 
FNMA and provided mixed- -ownership characteristics. Under its 
present corporate charter FNMA carries on three separate activities : 

(1) The secondary market operations ; 

(2) The special assistance functions; and 

(3) The management and liquidating functions. 
Each of these ac tivities is independent from the others. The situation 
is virtually the same as though there were three separate corporations. 
Each of the three activities has its own assets, liabilities, and bor- 
rowing authority. The FNMA Charter Act imposes separate ac- 
countability with respect to each activity. 

The joint resolutions do not concern the special assistance functions 
or the management and liquidating functions. Those two functions, 
as contrasted to the secondar y market operations, are carried on solely 
for the account and on behalf of the Government. The resolutions 
relate only to FNMA’s secondary market operations—more particu- 
larly to the problem of financing these mixed-ownership operations. 

With respect to the financing of the secondary market operations, 
FNMA’s corporate charter provides for obligatory common stock sub- 
scriptions by private mortgage sellers that do business with FNMA, 
and for the sale to private investors of FNMA debentures. 

Also, the charter provides for Government participation through 
preferred stock investment, and permits the purchase of FNMA obli- 
gations by the Secretary of the Treasury. 

The charter act intends that in due course the Government’s invest- 
ment in preferred stock shall be retired, so that from then on the 
secondary market operations will be wholly privately owned and 
financed. 

Under the FNMA Charter Act the capitalization of FNMA pertains 
exclusively to its secondary market operations. No recourse may be 
had to FNMA’s corporate capitalization in connection with operations 
under the management and liquidating functions or the special assist- 
ance functions. Capital stock subscriptions to date total approxi- 
mately $109 million. Of this amount, some $16 million consists of 
common stock subser iptions by private mortgage sellers, and the bal- 
ance of Ore dean $93 million consists of preferred stock which 
was issued to the Secretary of the Treasury in late 1954 at the time 
operations commenced under the new charter. 

Most of the funds used in the financing of the secondary market 
operations are, however, borrowed funds. Under present arrange- 
ments temporary or interim borrowings from the Treasury have been 
effected as funds have been required. 

When such interim borrowings reach an aggregate amount that 
from time to time justifies offerings in the public market, debentures 
are offered to the investing public and the sale proceeds are available 
to the association to repay ‘the borrowi ings from the Treasury and for 
general corporate puposes, including the purchase of additional mort- 
g AEs 

Under this procedure, most of the funds needed by the association 
in its secondary market operations are supplied by private investors, 
This, we believe, is in accord with those express provisions of the 
c che rter which requires that the operations shall be financed by private 

‘apital to the maximum extent feasible. 
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The. corporate charter provides that the maximum amount of 
FNMA/’s borrowings under the secondary market operations that may 
be outstanding at any one time shall not exceed 10 times the sum 
of the capital and surplus. 

SECTION 1 


Section 1 of each of the 2 joint resolutions would provide an in- 
crease of $50 million in FNMA’s capitalization, making a total capi- 
talization of approximately $159 million, with some consequent broad- 
ening of its secondary market operations borrowing authority under 
the 10-to-1 ratio. 

To accomplish this increase FNMA would deliver to the Secretary 
of the Treasury an additional $50 million of its preferred stock in 
exchange for an equal amount of its notes held by the Secretary of 
the Treasury under the arrangements for interim borrowings that I 
have just described. The total | borrowing authority under the second- 
ary market operations would be thereby increased to an amount ap- 
proximating $1.6 billion, from the present approximately $1.1 billion. 

Also, the maximum amount of FNMA’s secondary market opera- 
tions obligations that the Secretary of the Treasury would be author- 
ized to acquire would be increased. At present, the maximum amount 
that the Secretary of the Treasury may purchase is limited to $1 
billion. 

A second limitation in the charter act, based on the relation of the 
amount of these obligations to reductions in FNMA’s management 
and liquidating functions portfolio, no longer governs. For these 2 
existing limitations, there would be substituted a single maximum of 
$1.35 billion. 

In 1954, when the charter act was approved, and for some time 
thereafter, FNMA’s capital structure and the related borrowing au- 
thority were regarded as providing quite reasonable assurance that 
the FNMA secondary market operations would be able to carry out 
the charter objective of furnishing on a continuing basis a degree of 
liquidity for mortgage inv estments by providing a market for accept- 
able Government insured and guaranteed home mortgages. 

However, during the past several months, because of the severe 
shortage of funds in the residential mortgage market, there has been 
a marked increase in the number and amount of mortgages offered to 
FNMA for purchase, with the result that it has become apparent that 
FNMA must have additional capital if it is to continue to carry out 
the purposes for which the secondary market operations were estab- 
lished. 

The amount of mortgages offered increased from about $64 million 
in August 1956, to about $109 million in September, and to more than 
$200 million in each of the months of October and November. 

The unobligated resources—including possible borrowings—of 
FNMA’s secondary market operations at December 31, 1956, were 
only approximately $240 million and those resources are expected to 
become exhausted in a few weeks. 

At the end of January 1957 they were approximately $140 million. 
We in FNMA are of the opinion that it is especially important that 
the Association be able to continue its purchasing activities as in- 
tended in times like the present, when money is tight and mortgage 
financing is difficult to obtain. 
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At the present time we are not of the opinion that $50 million of 
additional preferred capital will provide the necessary reasonable 
assurance that the FNMA secondary market operations will be able 
to carry out the charter objective of furnishing on a continuing basis 
a degree of liquidity for FHA-insured and V A- guaranteed mortgage 
investments. 

We believe that $100 million would be a proper amount, and we 
recommend that the joint resolutions be amended in this respect. 
Our belief that $100 million of additional preferred capitalization 
would provide for operations on a continuing basis is predicated on 
the expectation that new mortgages bearing 5-percent interest, as now 
permitted by the FHA, will prove to be more acceptable to investors 
in mortgages. 

As a consequence, by reason of the increase in the mortgage interest 

rate, it is expected that the number of mortgages offered for FNMA 
seachaae may decrease somewhat. In addition, there may be some 

sales from the secondary market operations portfolio in ‘the latter 
part of the year and thereafter, which would permit more extensive 
reuse of the funds now invested in mortgages. 

The purpose of the joint resolutions, : as stated in the titles, is to 
provide inter im assistance. Apparently the term “interim” explains 
why the increase in capitalization has been reduced to $50 million. 

Although FNMA’s special assistance functions can operate on a 
stopgap basis because they are wholly Government-financed and are 
not necessarily intended to be continuing in nature, we firmly believe 
the same is not true of the secondary market operations which are 
largely privately financed. 

If it is intended that FNMA’s sec ondary market operations are to 
be useful in the future as they have been 1 in the past, and if they are 
to accomplish their purposes, it is essential in our opinion that build- 
ers, financial institutions, mortgage bankers, and the housing industry 
in general, as well as investors in FNMA’s debentures and its stock- 
holders, regard the operations as being established on a continuing 
basis. 

Especially, there is a grave question whether FNMA’s secondary 
market operations with § $50 million of additional capital can operate 
even for a temporary period on a basis that would compare favorably 
to the operations with $100 million of additional capital on what we 
think provides reasonable assurance of the accomplishment of the 
purposes on a continuing basis. 


SECTION 2 


The proposal to increase to $1.35 billion at this time the maximum 
amount of FNMA’s secondary market operations obligations that the 
Secretary of the Treasury will be authorized to hold, does not neces- 
sarily contemplate an increase in the rate or amount of borrowings 
from the Treasury. 

This type of authorization provides principally a ready source 
of funds under emergency conditions when private investors might 
be unable or unwilling to purchase FNMA’s debentures, 

It also furnishes, of course, additional assurance to private in- 
vestors that FNMA has a source of liquid funds with which to pay 

88188—57——2 
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off maturing debentures in any unforeseen circumstance in which 
neither liquidation of the portfolio nor refinancing was feasible. 

If, as we recommend, the amount of the additional preferred capital 
under section 1 of the two joint resolutions is to be $100 million rather 
than $50 million, it is our further recommendation that section 2 
provide that after June 30, 1957, the $1.35 billion figure be changed 
0 $1.7 billion. 

We recommend, further, that House Joint Resolutions 209 and 210 
be supplemented by the addition of a section 3 to read substantially 
as follows: 

Src. 3. Section 309 (c) of such Act is amended by changing the period at the 
end thereof to a colon, and inserting immediately thereafter the following: 
“Provided, That in computing such equivalent amount, there shall be deducted 
from the gross income of the Association, with respect to such secondary market 
operations, all expenses and other deductions which would be authorized by the 
Federal income-tax laws to be deducted if the Association were not exempt from 
such taxes with respect to such secondary market operations and any amounts 
paid to the Secretary of the Treasury as a return on his investment in the 
securities of the Association.” 

The foregoing recommended section 3 would provide a formula for 
computing the amount which FNMA would pay to the Secretary of 
the Treasury as the equivalent of Federal income taxes, with respect 
to its secondary market operations. 

It provides for the deduction from gross income of all expenses and 
other deductions which would be authorized by law to be deducted if 
the Association were not exempt from such taxes, and also any 
amounts paid by the Association to the Secretary of the Treasury 
as a return on his investment in the securities of the Association. 

The latter category includes payments made as a return on Treas- 
ury advances on account of notes, stock, or debentures, that is, divi- 
dends paid on preferred stock held by the Secretary of the Treasury 
as well as interest paid on notes or debentures held by the Treasury. 

It is believed that the proposal contained in the recommended sec- 
tion 3 is consistent with the general intent of the FNMA Charter 
Act. Dividends payable on FNMA’s preferred stock are variable, 
and are measured by the cost of money to the Treasury, as determined 
by the Secretary of the Treasury. 

That is, the Secretary from time to time stipulates the rate of divi- 
dends, which varies with the interest rate on obligations of the United 
States, in order that the Treasury may be assured of adequ: ute relm- 
bursement for its expense resulting from the Government’s invest- 
ment in FNMA’s preferred stock. 

Thus, because of the purpose involved, the dividends on the pre- 
ferred stock constitute mandatory rather than discretionary pay- 

ments, and are computed in the same manner as interest. 

In this connection, it should be brought to the attention of the com- 
mittee that under a separate provision of the FNMA Charter Act the 
investment of the Secretary of the Treasury in FNMA’s preferred 
stock will entitle him to an ultimate major share of FNMA’s surplus, 
an advantage that is certainly not customarily associated with pre- 
ferred stock. 

I would like to bring to your attention FNMA’s present ‘situation 
in which the so-called dividends to the Treasury are not treated as 
a deduction from gross income for the purpose of computing the 
required Federal income tax equivalent. 
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The committee is undoubtedly aware that the $93 million sub- 
scribed by the Treasury for FNMA’s perferred stock finances a 
portion of the mortgage portfolio held by FNMA, ,and that the 
remainder of the portfolio is financed substantially by borrowings. 

As to that portion of the portfolio financed by the Treasury’s in- 
vestment in FNMA’s preferred stock, the income from such portion 
of the portfolio, after payment of servicing charges, necessary oper- 
ating expenses, and the equivalent of Federal income tax computed 
under the present method, is at this time not sufficient to pay the full 
amount of the so-called dividend on the Treasury’s investment, and 
the deficiency is now being supplied out of the income earned by 
that portion of the portfolio which is financed substantially from 
borrowings. 

For example, that portion of the mortgage portfolio bearing 414 
percent interest that is financed by the preferred stock held by the 
Secretary of the Treasury, after payment of servicing charges and 
operating costs, based on acquisition at an average price of 97, produces 
in the course of 1 year income of 4.2 percent. 

The Federal income tax equivalent, computed in the manner now 
required, reduces that income by more than half, and leaves only 
¥ percent with which to make payment, at the Treasury-prescribed 
rate, of the preferred stock return. 

Since the prescribed rate at this time is 234 percent, it is necessary 
to cbtain the 3 percent deficiency from the income produced by that 
portion of FNMA’s portfolio which is financed substantially by bor- 
rowed funds. 

Because of the rising cost of money to the Treasury, it is likely 
that the Treasury-prescribed rate in the next fiscal year will be greater 
than 2% percent. 

With respect to the extent of earnings which can be realized from 
that portion of the portfolio which is financed substantially by bor- 
rowed funds, the secondary market operations, while proven thus 
far to have been both useful and successful, nevertheless by their 
very nature require FNMA to obtain a major portion of its private 
financing during periods of money shortages and high interest rates. 

Three $100 million issues of secondary market operations debentures 
were sold publicly by FNMA during the calendar year 1956, and one 
$200 million issue was sold to the public during January 1957. 

Those comprised 3144 percent debentures dated February 20, 1956, 
and due November 20, 1956; 3.35 percent debentures—which were 
priced at 993%. to yield 3.42 percent—dated August 20, 1956, and 
due May 20, 1957; 3.90 percent debentures dated November 20, 1956, 
and due August 20, 1957; and 414 percent debentures dated January 
21, 1957, and due September 20, 1957. 

The proceeds of the November issue were used to redeem the Feb- 
ruary issue. ‘The proceeds of the other issues were used to repay 
interim borrowing from the Treasury. . 

In the light of the advancing interest rates on borrowings, it must 
be considered that the narrowing margin of difference between the 
cost of borrowing and the income derived from interest earned on the 
portfolio financed by such borrowings, even though supplemented 
by fees and charges, make it increasingly difficult for the portion of 
the portfolio financed substantially by borrowings to compensate for 
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the deficiency incurred by the portion of the portfolio financed by the 
preferred stock. 

Without the recommended section 3 this condition would, of course, 
be aggravated by the inc1 ease in capital that is requisite to the con- 
tinuance of the Association’s purchasing activities. 

On the other hand, if FNMA were permitted, for the purposes of 
computing the income tax equivalent, to treat the Treasury’s return 
on its investment in the preferred stock in the same manner as the 
return on its investment in FNMA’s obligations, it is reasonable to 
expect that the full amount of the Treasury’s return on all its invest- 
ments in FNMA will be available out of income earned by such 
investments, even if the Treasury-prescribed rate of return on the 
preferred stock is further increased. 

It is to be noted especially, as I have already indicated, that a sub- 
stantial part of the surplus under the secondary market operations 
will ultimately be distributed to the Secretary of the Treasury as 
owner of the preferred stock. 

In this connection, any excess tax savings would have become a 
part of that surplus. 

The charter act provides that the distribution of the surplus to the 
Secretary of the Treasury shall be that— 
percentage which is equivalent to the proportion borne by the employed capital 
represented by the Secretary’s stock ($148 million of preferred stock is pro- 
posed by H. J. Res. 209 and 210—$193 million is recommended by FNMA) to the 
total employed capital of the Association (approximately $16 million of common 
stock is now subscribed for) * * * 

Recently, as you know, effective December 4, 1956, the Federal 
Housing Administration authorized an increase in the maximum 
interest rate on most types of FHA-insured mortgages. 

From time to time FNMA also revises its purchase prices within the 
range of fluctuating market prices. To the extent that 5 percent 
interest rate mortgages are introduced into FNMA’s portfolio, the 
interest rate increase should, of course, help somewhat to alleviate the 
problem resulting from the narrowing margin of difference between 
the cost of borrowing and the income derived from interest earned 
on the portfolio financed by such borrowings. 

In view of the rate of interest FNMA is required to pay on its de- 
bentures, it is imperative that the FNMA secondary market opera- 
tions purchase prices be kept within the market price ranges. 

Indeed, only by reason of its adherence to this charter requirement 
will the Association be able to comply with the further charter man- 
date that it maintain its operations on a self-supporting basis. 

The current purchase prices, in accordance with usual practices in 
the mortgage market, vary by interest rates, areas, and the mortgagor’s 
equity. 

The prices ~~ ~ YMA will now pay for 5 percent mortgages range 
from 9914 to 97%. With respect to 414 percent mortgages, ‘FNMA’s 
current hans or ices range from 95% to 9314. 

The prices paid by the Association for 414 percent mortgages pro- 
duce an income return approaching that of similar types of mortgages 
which bear interest at the rate of 5 percent and are purchased at the 
prices paid by FNMA for such 5 percent mortgages. 
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Mr. Chairman, this concludes my prepared statement. I will en- 
deavor to answer any questions asked by you or other members of the 
committee. 

The Cuamman. We will proceed as we have under the 5-minute 
rule and call members of the committee in order. 

The chairman would like to ask some questions first. Is it your 
meaning that a billion-dollar increase would indefinitely supply the 
demands of FNMA for secondary market operations ¢ 

Mr. Baveuman. That is our opinion. 

The CHarrman. Indefinitely? Well now when these resolutions 
were introduced by Dr. Talle and myself, we looked upon it as an 
emergency matter, and we only intended to be sure to take care of its 
needs until the committee could consider a bill, after a full hearing, 
and try to determine what you really need. 

I am sure it was the intention to give FNMA the necessary funds 
to operate in the meantime. 

If that was the intent, would you have any objection to this $50 
million ? 

Mr. Bavenman. The only objection I would have is that there 
would be some doubt in the minds of the builders and the financial 
institutions and mortgage lenders, as to what the future of FNMA 
would be. It would be a temporary measure as you say. Whether 
anything further would be done after you take the initial action, they 
have no assurance of it, and of course, building and selling and one 
thing or another, have to be planned considerably in advance, and 
I think it would create doubt in people’s minds if such action were 
taken, 

The Cuairman. Well it wouldn’t take very long because we expect 
within a very short time in the future to act upon it. 

Mr. BaucuMan. They have no assurance that any action is going 
to be taken, sir. 

The Cuatrman. What would be the available funds FNMA could 
have, in this fiscal year, under your suggested amendment, and under 
the amendments contained in the two resolutions. 

Mr. Bavguman. You are talking about fiscal year 1957, Mr. Chair- 
man ¢ 

The CHarrman. Yes, sir. 

Mr. Baveuman. I don’t think it would have too much effect: on 
volume. I go back to my original premise, that you create doubt in 
the people’s minds as to what they are going to get in the future, 
whether there is ever going to be any additional amount or not and 
also whether the secondary market operations are going to be on a 
continuing basis, whether there are some changes in the minds of 
Congress—those are the things I am thinking of. It isn’t the dollar 
amount in the fiscal year. It is the future. 

The Cuarrman. Don’t those conditions always exist ? 

Mr. BaueuMan. Well they wouldn’t exist if you gave them a 
hundred million dollars, At least they would know exactly how much 
they had and it would carry them along a lot further than $50 million. 

The Cuarrman, In order to dispell the apprehension of the people, 
to follow that philosophy, we would always have to authorize much 
more than the agencies needed, if we thought the agency’s usefulness 
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might be impaired by not giving them all they might use at the present 
time. Isn’t that so? 

Mr. BaveuMan. Yes, but I will go back to the secondary market 
operation. It is not Government-financed entirely. It is supposed to 
be privately financed. It is not a support program. It is supple- 
mentary assistance. There is quite a little argument pro and con on 
whether it is support or not, but it isn’t supposed to be a completely 
support program and isn’t supposed to deal in the primary market. 
It is supposed to render supplementary assistance mm the secondary 
market, and:it is only after mortgages are originated where you pro- 
vide that liquidity. i 

Whereas in a special housing program or under special assistance 
programs, I think your argument would hold because there you have 
particular programs that you are supporting, and any time you want 
to cut them off you can, but this is supposed to be a continuing opera- 
tion. I think there is a difference between the secondary market 
operations, and the special-assistance program which I think you have 
described. 

The Cuarrman. I am quite sure that the Congress will be very 
generous in the amounts that are authorized for FNMA. I think if 
we would approach all of these matters looking to the apprehension of 
the people, however, we would have to appropriate very much more 
money than is needed, and I just wanted you to be sure that you under- 
stood why we introduced this resolution. It is a stop-gap resolution. 
We have come to the crossroads and there is an amber light, which 
says caution. 

We have put on the green light and said, “Go ahead.” And I just 
cannot understand your argument under the circumstances. That is 
all I have. 

Dr. Talle? 

Mr. Tarie. Thank you, Mr. Chairman. 

Will you turn to page 5 of your statement, Mr. Stan Baughman, 
where about six lines from the top you state: 

The unobligated resources, including possible horrowings, of FNMA’s second- 
ary market operations as of December 31, 1956, were only approximately $240 mil- 
lion, and those resources are expected to become exhausted in a few weeks. 

Now therein lies the reason why the chairman and I joined hands 
in introducing these two resolutions, because we were given to under- 
stand that the situation was exactly as you have stated it to be in this 
sentence which I have quoted. Therefore, we thought that to supply 
half of the President’s recommended amount now, and to do so 
quickly, would be advantageous to the building industry. If we are 
to wait and consider all of the factors that enter into housing, which 
certainly is a sprawling thing, the chances are that much time would 
pass, or at least could pass, before action was achieved. Therefore, it 
seems to me that it makes good sense to act favorably on these reso- 
Jutions. 

Mr, Bavenman. Mr. Congressman, I repeat what I said before, that 
on a Government operation, a purely support operation, I would agreé 
with your thinking, but I think in a secondary market operation, 
where it is to be continuous, and where we are using private funds, and 
it 8 Only supplementary assistance to provide liquidity, 1 think you 
create doubts in the people’s minds as to what future action might be 
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in connection with the secondary market operations, That is all IT am 
talking about. 

The Cuatrman. Will you yield, Dr. Talle? 

Mr. Tatrx. I yield. 

The Cuarrman. I think the builders are under the impression that 
the $100 million which you recommend is merely for stopgap purposes, 
and is not enough to meet the demands of FNMA indefinitely, as you 
say. I think probably if they knew that, they would be more appre- 
hensive of that resolution than they are of this one. 

Mr. Bavenman. I cannot speak for the builders. 

The Cuamman. I cannot speak for them either. But they spoke 
tome. And that is what they said. That you wanted $100 million for 
the same purpose that we wanted $50 million. But that isn’t what you 
witited? 

Mr. BauGHMman. No, sir. 

The Cuarrman. There is a distinct difference between your $100 
million and our $50 nL F They think you want it for the very 
same purpose that we do. I don’t speak for them. That is what they 
told me. 

Mr. McDonoven. Mr. Chairman. 

Mr. Taure. May I finish, Mr. McDonough ¢ 

The Cuamman. Dr. Talle. 

Mr. Tauix. Mr. Baughman, as I read this sentence which I have 
quoted, it is my feeling that there is an emergency, and that that emer- 
gency lies in the shortage of funds in FNMA. Am I wrong in my 
feeling about that? 

Mr. Baverman. No; I think that is exactly right. We are about to 
run out of money. W e will not be able to continue business in our 
secondary market oper rations after a few weeks, unless additional 
money is supplied. That is true. 

Mr. Tarie. That is correct, then. And that is why we feel that 
quicl . action, because of an emergency, should be had. ‘Thank you, 
Mr. Chairman. 

T CHamman. Mr. Brown. 

Mr. Brown. Mr. Baughman, I am in favor of this resolution be- 
cause I realize money is tight and mortgage financing is difficult to 
obtain. 

I want to ask you some questions. The corporate charter provides 
fhat maximum FNMA borrowings under the secondary market oper- 
ations may not exceed 10 times the sum of the ¢ capital and surplus. 
What is that at this time? 

‘ Mr. Bavenman. The capital and surplus at this time are $109 
million. 

Mr. Brown. That includes the surplus as well as the capital ? 

Mr. Baucuman. Well, it may add another million dollars, say $110 
million, roughly. 

Mr. Brown. That is all. 

“The Cuatrman. Mr. Kilburn. 

Mr. Kitsurn. I have no questions. 

The Cuatrman. Mr. Patman. 

Mr:°PAatman. Mr. Chairman, IT would like to ask before my time 
commences, 1f I may have a parliamentary inquiry. Will Mr. Cole 
be here ? 
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The Cuarrman. We invited Mr, Cole and Mr. Baughman here. 

Mr. Parman. He will be here on this, will he? He is the policy- 
making man and I think he is the one we should have. 

The Cuarmman. He was invited to come and he didn’t come. 

Mr. Parman. You mean we are not going to ask him to come ? 

The Cuamman. He was invited to come and he said Mr. Baughman 
is his representative. 

Mr. Parman. Then we have no assurance that he will be here. 

The Cierx. He is testifying before another committee this morning. 

The Cuarrman. I have no assurance he will be here. I suppose 
Mr. Cole would come if we insist on him coming. 

Mr. Parman. He goes before the Senate committees. It seems to 
me he could come before the House committees. Is it the under- 
standing that we have 5 minutes the first time around and more time 
the second time ? 

The Cuatrman, The second time I suppose we can provide a rea- 
sonable time. 

Mr. Parman. I ask unanimous consent, Mr, Chairman, rather than 
read the material that I have, which I think is germane, that it be 
placed in the record. 

The CuatrrmMan. Without objection, that may be done. What is 
your material ? 

Mr. McDonoven. Mr. Chairman; what is the material, Mr. Pat- 
man ¢ 

Mr. Parman, Well I thought one member could trust another one. 

Mr. McDonoveu. I certainly do. 

Mr. Parman. There is an editorial from a Houston paper. 

The Cuairman. There is no objection to it. 

Mr. Parman. My time hasn’t started yet, Mr. Chairman. This is 
only a parliamentary inquiry. 

The CHatrman. Let’s have it understood that after a member is 
recognized, his time starts. 

Mr. McDonoveu. I reserve the right to object until I see the 
material. 

Mr. Parman. I assure the gentlemen it is germane. 

Mr. McDonoveu. What is the title of the material ? 

Mr. Parman. It is about interest rates. 

Take, for instance, near Philadelphia, here is a millwork concern 
which says it is not uncommon for those wishing to obtain mortgage 
money in this area to pay 6 or 7 percent. Last,and soon. I want to 
put the whole letter in instead of just that quotation. 

Mr. McLonoucu. Are you inserting a statement recently in the 
press by Mr. Balderson of the Federal Reserve? 

Mr. Parman. No, I would like to insert it with my criticism. 

My. McDonovueu. You are not inserting that? 

Mr. Patrman. I wouldn’t mind. 

Mr. McDonoveu. Are you? 

Mr. Parman. I haven’t even mentioned it. The gentleman men- 
tioned it. 

Mr. McDonovueu. I just wanted to know if you were. 

Mr. Parman. I think Mr. Balderson’s statement was terrible. 
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The CHarrman. The member may state what he wants to put i 
without objection. 

Mr. McDonoveu. I just want to know what he is going to put in, 
Mr. Chairman. 

Mr. Parman. This morning the Wall Street Journal, right here in 
the United States of America, in broad daylight, “Home mortgage 
rates soar to 7 percent or more in some cities.” Further: 

Second mortgage interest rates go through the roof in some instances. A few 
Los Angeles lenders report a charge up to 25 percent, including discounts, They 
offer a 10 percent return on money placed with them. 

In other words, the loan sharks now are getting people to put money 
with them and they will give them 10 percent for it because they will 
make 25 percent out of the money lenders. You see we are being 
accused by the people of helping carry on a loan shark racket, a kind 
of a shotgun loan office, and robbing these veterans and other people 
who are having to get mortgage financing. 

[ think it is the most terrible thing that ever happened in the United 
States. - 

Mr. McDonouen. Will the gentleman yield? 

Mr. Parman. I can’t yield. I have only a limited time. If it is 
not taken out of my time, Mr. Chairman, I will yield. 

The Cuarrman. We will follow the rules of the House. 

Mr. McDonoven. I understand you favor a billion dollars instead 
of $500 million. 

Mr. Parman. I favor whatever is necessary to put these mortgages 
at 5 percent. I think it is a disgrace that the United States Govern- 
ment will use its money to carry on a loan racket and help rob the 
people who have to build homes. I think it is terrible. I think it is 
disgraceful. And I am for putting in enough money to make it cur- 
rent, and on par. ‘These are Government-guaranteed mortgages, 41/ 
and 5 percent. Yet the scalpers, we have licensed scalpers to rob and 
defraud our own people. 

I think it is the most disgraceful thing that ever happened in the 
United States of America. Down in the Southwest when we used to 
have a bank robbery, fellows would put handkerchiefs over their faces, 
ride their horses up to a little town in daylight, rob the bank, and the 
people around there would hold the people in town responsible be- 
cause they let the people get by with it in the broad daylight. 

Well now we here, right here, we Members of Congress, right here 
in broad daylight, see fellows not with handkerchiefs over their faces, 
but chartered by the United States Government, robbing these vet- 
erans and I think it is absolutely highway robbery. I know there is 
no law against it but it is almost on a par with that in my book and 
I think it is terrible. 25 percent discounts. 

The Cuarman. They didn’t learn that from Texas, did they? 

Mr. Parman. I hope not. 

It is going on in every section of the country. But we shouldn’t 
recognize it here in Congress, and we shouldn’t encourage it, and we 
shouldn’t sponsor it. 

The Cuatrman. Your time is up. 


88188— 
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Mr. McDonoveu. I withdraw my objection, Mr. Chairman. 
(The following data was submitted by Hon. Wright Patman :) 


Is GOVERNMENT IN RACKET? 


Our great Government is being accused of being in a racket. Good citizens 
of our country in letters to me often make this statement or a similar one in 
connection with the high interest and big discounts that are being required of 
them in order to sell a home or to buy a home. 

One letter from a supplier of home building materials stated : 

“* * * J think it is a shame what is happening and the way it is being manipu- 
lated by the big finance companies demanding outrageous discounts on these 
type loans. We closed a VA loan the other day and it cost the veteran and 
ourselves on a $10,900 loan around $750.” 


BLOOD MONEY 


“It is being said that there is tight money, etc., but I call it blood money, if 
you will give the big discounts there is plenty of money available for the paper. 
I feel like the lumbermen are all being used to steal from the veteran and give 
it to the finance companies. I noticed what you have to say the other day in the 
paper about straightening this deal out, and I think it is a good approach to it. 
We do not object to there being a 5 percent interest charge, but we certainly do 
object to being made to make the veteran sign a note for par value and then 
FNMA, itself, buy that piece of paper if they get a big discount—anywhere from 
4 percent to 7 percent. It makes a lot of us feel like our Government, itself, is 
in a racket ; and we think that this matter should have something done about it 
immediately.” 

PRETTY DOGGONE SORE 


Another letter from Houston, Tex., as follows: 

“* * * T am pretty doggone sore. You see, early last November I had an 
opportunity to buy a house here in Houston that I liked, at a price I liked, under 
a FHA 41% percent loan. 

“I accepted the deal. So did the owner. And I duly applied for the 4% 
percent FHA loan through the mortgage company that had got the commitment 
from the FHA and was willing to make the loan, provided I could qualify. 

“All this was before the interest rate was raised to 5 percent. 

“While my application was in the mill, the FHA told the mortgage company 
it could sock me for even more interest than it had asked for in the first place. 


“KNIFE ME FOR MY POUND OF FLESH 


“T hope I’m making this kinda clear: Seller, buyer, mortgage company, agent, 
even FHA, haa all agreed on 4% percent, and application was made before the 
rate was changed on December 4. Yet when my loan was finally approved, some- 
body had arbitrarily authorized the moneylenders to knife me for an extra pound 
of flesh—ex post facto. 

“At least that’s what the mortgage company says my Government has done to 
me. And they’re probably right, aren’t they? 

“TI think the whole thing could be straightened out in 48 hours, if you make 
money available to FNMA at par value for VA and FHA then let private capital 
handle it if they desire to; and I am sure in just a short time private capital will 
buy at par. 

“I wish to let you know that we lumbermen appreciate the effort you are 
putting forth to get the matter straightened out, but it does need something 
done about it immediately as we are practically frozen at this time.” 

I have a letter from one of my own constituents at Texarkana, Tex., in which 
she states: 

“I am writing regarding the GI home loan which you said you were going to 
bring up in Congress. 

“We have sold our home and the buyer has been trying to get a GI loan. That is, 
we have everything completed, but the investor that is buying the papers wants 
us to discount our papers 8 percent and we think that is outrageous. 

“Could you please advise us concerning this bill. When are you going to bring 
up this bill and do you think it will pass? Also, how long do you think it will be 
before it will be in effect? 

“Mr. Patman, we would appreciate it very much if you could let us know about 
this matter as soon as possible. Thank you.” 
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Hovston, Trex., SITUATION 
SHARPSTOWN, 
Houston, Tew., January 29, 1957. 
Hon. WricHt PATMAN, 
House of Representatives, 
Washington 25, D. C. 


DEAR Mr. PaAtTMAN: I am taking the liberty of sending you the attached article 
clipped from the editorial page of the Houston Chronicle, which, as you know, 
is one of the largest and most influential newspapers in the country. 

In my opinion this article sums up the plight of the home builder better than 
anything I have seen in print. 

If you have a few minutes to spare after looking this over, I will very much 
appreciate having your thoughts on this problem which is so vital to the national 
economy. 

Very truly yours, 
FRANK W. SHARP. 


[From the Houston Chronicle, Thursday, January 24, 1957] 


Home-Buttping INpustrRY AT CRISIS IN Face or 24 PERCENT DECLINE 


The home-building industry, under normal conditions, employs about 16,500 
people in metropolitan Houston, supporting beetween 65,000 and 70,000, or 1 
person in every 14. 

As far as jobs are concerned, it is bigger than the oil industry’s direct employ- 
ment of 15,000, or the chemical industry’s 10,000. 

Indirectly, of course, the home-building industry helps to support many 
thousands more. 

This great industry faces a crisis today in an economy which, in other respects, 
is booming. It is a crisis which will grow steadily worse unless quick action is 
forthcoming. 

Construction of low and moderately priced houses has fallen off to an alarming 
extent—to the lowest point since 1948. 


NATION GOES UP 


Richard G. Hughes, past president of the National Association of Home Build- 
ers at the convention of the Texas Association of Home Builders in Houston 
in December, pointed out that since January 1955, home building declined 24.4 
percent in the face of a continued strong demand for new houses. 

During the same period the national gross product increased 8.2 percent; 
plant and equipment 43 percent; personal income 10.4 percent to the highest 
level in history. 

Home builders attribute this situation to the fiscal policies of the Government 
which have resulted in drying up the usual sources of mortgage-loan money and 
high discount rate on such loans imposed by those lenders who are still willing 
to invest in home mortgages. 

Rising interest rates have caused the usual lending agencies to channel their 
funds into other types of investment which yield a higher return than home 
mortgages. 

This has resulted in an artificially created depression in the home-building 
field. 

RUINOUS DISCOUNTS 


Home builders say discounts imposed by some lenders on home-mortgage loans 
at the present time range from 6 to 8 percent and sometimes as high as 10 
percent. This means that a $10,000 mortgage is discounted from $600 to $1,000— 
enough, in many instances, to wipe out the builder’s profit entirely. 

Many home builders have already been forced out of business. Many others 
have shut down their activities to await developments. 

If a virtually complete shutdown of all but luxury home building during the 
next 6 months to a year is to be avoided, prompt and decisive action is needed. 

The builders say that if Congress would appropriate sufficient funds to enable 
the Federal National Mortgage Association to buy home mortgages at or near par 
value, the ruinous discount system would be eliminated and the bottleneck choking 
off home building would be broken. 

Probably the best argument for such a program is that it need not cost the tax- 
payers a single dollar. 
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The Reconstruction Finance Corporation, under the leadership of Houston's 
late Jesse H. Jones, channeled billions into the economy during the depression in 
a similar operation and was instrumental in saving thousands of businesses, 
large and small. The RFC made a profit. 

As a matter of fact, operations of the Federal National Mortgage Association 
also have been profitable. 

On the other hand, failure of the Government to take prompt and decisive action 
can lead to economic disaster, 


OTHERS AFFECTED 


The home builder is by no means the only victim of the present situation. 
Economists agree that the home-building dollar has the widest spread, that it 
helps to support more people than money spent in any other way. 

If the home-building slump continues, widespread unemployment will result, 
not only in home building but in other lines. The economy will feel the effects 
all the way from the forests of east Texas, where trees are felled, to the home- 
appliance industry, furniture stores, advertising media, hardware stores, rail- 
roads, trucklines, insurance, banking—all of which share, in one way or another, 
in the benefits from building and selling new homes. 








COLLINGDALE MILLWorK Co., 
Collingdale, Pa., January 28, 1957. 
Hon. WRIGHT PATMAN, 
House of Representatives, 
Washington, D. C. 

DEAR Sir: May I suggest the following as a fit subject for examination by the 
House Banking Committee? 

When the Federal Reserve Board and the home loan banks take steps which 
result in limiting the supply of money and credit, why are they not required to 
place controls on the fees which their members may charge for lending this money 
to the public? Certainly if we had a severe shortage of any other article such 
as rubber, sugar or lumber, the Government would immediately impose price 
controls to protect the public from gouging, yet there is evidently no limit to the 
charges banks can impose upon those in need of mortgage money even though 
the Government itself is responsible for that item being in short supply. 

It is not uncommon for those wishing to obtain mortgage money in this area 
to have to pay a 6 to 10 percent fee, and last week I heard of a case where, for 
a VA mortgage in a changing section of Philadelphia, the borrower had to pay 
20 percent. 

To my mind this is nothing but a legalized black market, and unless something 
is done about it, building and real-estate activity will soon dry up cempletely. 

Very truly yours, 
Howarp J. KIRKPATRICK, Partner. 


P. S.—I am also vice president and treasurer of Collingdale Federal Savings 
and Loan Association. 


NEWMAN’S OF CUERO, INC., 
Cuero, Texr., January 26, 1957. 
Hon. WricgHt PATMAN, 
Congress of the United States, 
House of Representatives, 
Washington, D. C. 


DEAR CONGRESSMAN: I am in receipt of your letter of the 17th in reply to my 
letter, and it is certainly encouraging to know that you are on the job up there 
and trying to get something done about this racket of discounts. Since writing 
you the other day we have just closed a VA loan, and I am here attaching a 
photostatic copy of the closing costs. There are quite a few items that are legiti- 
mate charges and a fair cost for services rendered, but there are two items that I 
am particularly calling your attention to—No. 1 under loan expenses No. 8, origi- 
nation fee. There is no reason for any such fee for we, ourselves, as a lumber 
dealer originated this loan, did all the necessary paperwork—application and 
credit report. No. 2 under the loan expenses item No. 4, the commitment fee of 
$780; or making a total between ourselves and the veteran of $1,187.50 cost to 
close this deal which I think is an outrageous situation. 
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The Lumbermen’s Investment Corporation of Texas acts as a broker between 
the dealer and FNMA and out of the work that they do they make 1 percent and 
FNMA gets the $780. I thought I would send you this copy, as you will notice 
this was closed on January 24, 1957, just a few days ago. I thought this would 
be of some assistance as these are actual facts on paper. 

Yours very truly, 
J.T. NEWMAN, President. 


P. S.—Something needs to be done about this program immediately as the 
lumbermen all over the United States are becoming very unhappy. 


LUMBERMEN’S INVESTMENT CORPORATION OF TEXAS 


CLOSING STATEMENT 
VA—No. LH 674387 
Loan No.: V—746. Amount of loan: $10,400. 
Name: Donal E. Strain. Property address: Bohman Street, Cuero, Tex. 
Date of note: January 23,1957. Maturity: February 1, 1982. 
Purchase price: $10,625. 
Payments beginning: March 1, 1957. 


Mouthiy Frisicine: BN WMitsO a os donk heh neliueelee Lo Sai $57. 82 
Monthly Tax Genosito<c. wc. lane i tea is le ica aes, ale nea ele 10. 00 
Monthly Insurance deposit_____._..._.....- ~~. a eae ile se a ee 3. T5 
EOI SB ee Cos ws shatters cp ected hdc en ge ee nits 

OCR... gb 52k cae ein eben Ceeee dee eke<= wig dn plabdiagles ktiieiitas 71. 57 


| 
| Buyer Seller 


} 
Loan expenses: | 
IF Re iia iin ascii bites ila Sib ta he ti eat ld OIE OB 4s cacicsce thse 
2. Title policy fee: Owner’s $88.75; mortgagee’s $15.00_....-- hdl ical 15. 00 $88. 75 
3. Origination fee dieting inde eaeagedibanegl pptnannheden ‘ Seeks ahdinaien 104.00 |_- ~ 
4. Commitment fee._.............--..-- i in mtu a a piace iad | 780. 00 
5. Survey... Sa eiideihsctameene nan Wavaeeee isedbeuctunecedumecen 25.00 |.- aio b a 
6. Appraisal fee j osagedsenbuas ‘ hiqnataidis aieianddecbiies ic BGO Lesvwecéconenmda 
. Inspection fee ‘4 SAcrcpetia hi * ‘ hes 2 
%. Credit report ane Teta é bonnie WT fads bewindissce 
). Certified copies of restrictions__.....-.- a wi : plese cipal pe ached | 2.00 
i). Hazard insurance-... 5 wie ein Leidins ; s 45.40 |_. imanetiien 
11. Federal stamps . : 12. 10 
A SRN Oi oiicants toons sswincnkeeeeel a, ais wide ete ds oael 75. 00 
» 12. Total loan expenses as fin Sie one nab ab ania l 229. 65 957. 85 
Prepaid items and deposits into escrow account and interest: | 
13. First year’s FHA mortgage insurance premium.-_....................]..-..-.- Sao toukiasicsit eoaaenidiok 
14, First year’s hazard insurance premium ins i cad nck ies 45.40 |.- eee 
15. FHA MIP... months at_.._-- .sper TACO. .... . 20... hc bitheRiohcdudl oe re 
16. Hazard insurance 4 months at 3.75 per month _-_____.- i cient DA GE Te cunsscetkess 
\7. Taxes 4 months at $10.00 per month __.- ents 40.00 |_- ee 
8. Interest from Jan. 24, 1957 to Feb. 1, 1957 aa are - es a de 
1¥. Total prepaid items and deposits. ._.....---- ieotaa oii centien ea |) ) = ae 
20. Cash downpayment........-...-. soapapledabl oie pation tbeede delenit SEE ibe. egy aces 


The undersigned hereby authorize Lumbermen’s Investment Corporation of 
Texas or its closing agent to make the expenditures and disbursements listed 
above and hereby approve the same for payment. The undersigned also hereby 
acknowledge the receipt of $10,400 and hereby certify that the signatures of the 
undersigned on the mortgage documents furnished as security for repayment of 
said sum are genuine, and that the cost of the property, plus any improvements 
specified in the undersigned’s loan application totaled $10,625. We the under- 
signed do certify that we will occupy this property as our home. 

Dated January 24, 1957. 

Donat E. STRAIN, 
Borrower. 

DoTrTire STRAIN, 
Borrower. 


I hereby certify that the above loan has been closed in accordance with this 
statement, and that all moneys have been disbursed as described herein. 


Bert Kirk. 
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The Cuarmman. Mr. McDonough. 

Mr. McDonoven. Mr. Baughman, you referred a moment ago to 
an expression of the home builders, and of course, you stated that 
you couldn’t speak for the home builders. 

I have a letter here from the National Association of Home Build- 
ers which expresses their views in rather definite terms as to the prob- 
lem they are facing. I would like to, if there is no objection, and 
unanimous consent is available—— 

Mr. Parman. I reserve the right to object. 

Mr. McDonoveu. I didn’t yield. 

Mr. Parman. You don’t have to yield. I have the floor now. 

Mr. McDonovexu. Well—— 

Mr. Parman. Mr. Chairman, I have the floor. I reserve the right 
to object. I am not going to object to any member putting anything 
in that he thinks is germane. But I wanted to make sure that I was 
granted permission a while ago. Was I granted the permission I 
asked for, Mr. Chairman ? 

The CHarrman. I think so. 

Mr. McDonoven. I withdrew my objection. 

Mr. Parman. Very well. I withdraw my objection. 

Mr. McDonoveu. I am sure you won’t object to this. I will read 
one paragraph of this letter 

The critical period in the existence of FNMA as an aid to the secondary mar- 
kets now upon us. Its financing limits, for at least the present year, should be 
settled now. It is vital that preferred stock be increased sufficiently to provide 
the agency with ample insuring authority with which to prevent further deteri- 
oration in the market of FNMA and VA loans. 

In other words, this is very germane to the very thing you spoke 
about, the high discounts in the Southwest, and in the South, and in 
the western part of the country. They are asking for even more than 
is recommended. They want at least a billion dollars, and I certainly 
think—— 

Mr. Parman. I one you agree with them. 

Mr. McDonoveu. I do. I was not objecting to what you were in- 
serting in the record ae ‘ause you were recommending a billion dollars, 
but because I was wondering whether you were for the bill be fore the 
committee and against the billion dollars. 

Mr. ParmMan. W el] [—— 

Mr. McDonoven. I didn’t yield, and I am not yielding now. I 
ask unanimous consent, Mr. Chairman, to insert this letter in the 
record of the hearings. 

The Cuarmman. Is there objection? The Chair hears none. It may 
be inserted. 

(The document above referred to is as follows:) 

FEBRUARY 4, 1957. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representative, Washington, D. C. 

My Dear Mr. Spence: As president of the National Association of Home 
suilders, trade association of the home-building industry, I respectfully present 
for your consideration and that of the Committee on Banking and Currency our 
views on House Joint Resolution 209. 

The home-building industry appreciates your interest in its problems and 
your understanding that immediate legislation is needed to continue Federal 
National Mortgage Association operations. The serious situation which now 
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confronts the home-building industry would be made very much worse if FNMA 
were forced to discontinue its mortgage purchases. 

However, we respectfully suggest that the mere provision of temporary stop- 
gap authorization, as contemplated by House Joint Resolution 209, will prove 
inadequate to cope with the current situation. It may, in fact, tend to weaken 
the reputation of FNMA with mortgage lenders who have come to regard it asa 
reliable backstop to the mortgage market, available when needed to assist in 
stabilizing that market. 

The critical period in the existence of FNMA as an aid to the secondary 
market is now upon us. Its financing limits for at least the current year should 
be settled now. It is vital that its préferred stock be increased sufficiently to 
provide the agency with ample debenture issuing authority with which to pre- 
vent further deterioration of the market for FHA and VA loans, particularly 
in the South, Southwest and West and other areas similarly distant from the 
eastern capital market. We strongly believe that House Joint Resolution 209 
should be amended to authorize purchase by the Treasury of an additional $250 
million (instead of $50 million) of FNMA preferred stock. 

Purchases to FNMA are currently running at the rate of $34 million a week. 
As the limit of its current authorization approaches, the agency has had no 
choice but progressively to increase the cost to lenders of doing business with 
it. During the past few weeks it has (a) increased the stock required to be 
purchased by a seller of mortgages to it and (0) cut its prices for GI loans by 
another one-half point. If MF NMA’s authority to raise funds for mortgage pur- 
chases by the issuance of its debentures be increased only by $500 million, as 
provided in House Joint Resolution 209, FNMA will be unable to stem the 
descending spiral of mortgage lending. It may have to cut its prices further 
or to find other means of limiting the volume of its purchases in order to avoid 
quick exhaustion of its funds. Thus, provision now of an authorization in- 
adequate to carry FNMA operations over at least the period of 1 year may 
very well have the effect of causing further deterioration in an already de- 
moralized mortgage market. 

We know that you, of course, are familiar with the fact that, because of so- 
called tight money conditions, the supply of credit for FHA and GI loans has 
sharply diminished during the past year and that such funds as have been 
available have been offered only at discounts which home builders are no longer 
able to absorb. The rapid disappearance of this type of financing is dramatically 
illustrated by an FHA report issued yesterday showing applications to that 
agency in December for only 7,749 new homes compared with 13,379 for Decem- 
ber a year ago. This is the lowest monthly volume in 10 years and, of course, 
foreshadows a sharply reduced rate of home construction this spring and sum- 
mer. Without the type of “mass financing” provided only by FHA-insured or 
GI-guaranteed loans, home buying henceforth will be almost exclusively con- 
fined to those few able to accumulate the substantial downpayment required 
for so-called conventional financing and those rash enough to burden themselves 
with short-term expensive second mortgages. This means an increasing pro- 
portion of home construction will be in the upper price ranges with little, if any, 
designed for the family of moderate or low income. This shift has been ac- 
celerating as home buyers have found it increasingly more difficult to obtain 
FHA or GI loans. 

The real-estate debacle of almost 30 years ago conclusively proved that neither 
the home-building industry nor the national economy can long remain sound 
and prosperous if based upon the mortgage financing pattern to which we are 
now reverting as a result of a disappearing market for the type of loan which 
FNMA is designed to support. We believe it vital to the Nation’s prosperity— 
and, indeed, to the soundness of the whole social structure (which is founded 
on the American home)—that the market for FHA and GI loans be preserved 
and encouraged. It should be clearly understood, of course, that the mortgages 
which FNMA purchases finance the home buyer—not the builder. The building 
industry, however, cannot function if its customers cannot obtain, at reason- 
able terms, financing suited to their ability to pay. 

We earnestly believe that the present disorganized condition of the home- 
building industry is being seriously underestimated in some quarters. Never 
in the history of this association has there been such widespread recognition 
by builders of the seriousness of the situation they face. For these reasons, 
we urgently request that your committee authorize FNMA to issue to the Treas- 
ury an additional $250 million in preferred stock. 
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We would appreciate the opportunity to be heard further on this subject. 
For your information I enclose a copy of the 1957 policy statement unanimously 
adopted by the 475-man board of directors of this association at its recently 
concluded annual convention. You will note, this policy includes, in addition 
to an increase in funds for the secondary market, use of the emergency special 
assistance function of FNMA to the extent of $2 billion. This is a measure of 
the gravity with which we view the current situation. 

Respectfully, 
Gro. S. GoopyEaR, President. 

Mr. McDonoven. Mr. Baughman, if we provided only the $500 
million, how long would that last, or do you know what the market 
demands will be for these funds for second: ary mortgages, right now! 

Mr. Bavuecuman. All I can tell you is what 1s going on at the present 
time, Mr. Congressman. I think mortgages offered to us duri ing the 
month of December were about $139 ‘million, and the offerings in 
January were in the neighborhood of $150 million. As funds are 
short, I think part of the reason why the offerings are so voluminous is 
because the money is running out, and the same result may follow 
if you only put in $50 million, that there will be more of a rush in here 
during that interim per iod, with a high rate of offerings in connection 
with the amount that C ongress would approve. 

Mr. McDonovueu. Those are mortgages that are not more than 4 
months old ? 

Mr. Bavenman. That is correct. 

Mr. McDonoveu. In other words, you are accepting nothing beyond 
that period ? 

Mr. Baveuman. That is right, they must be insured or guaranteed 
within the 4 months preceding the offer. 

Mr. McDonoveu. Do you have any idea what amount of mortgages 
that are in excess of 4 months old are in the warehouse? 

Mr. Bavueuman. No, I have no idea 

Mr. McDonoven. In other words, the billion dollars, if that were 
approved, would, in your opinion, satisfy the demand made upon you 
for the balance of the fiscal year—I mean, for fiscal year 1957-58? 

Mr. Baveuman. That is correct, and I base my assumption on the 
fact that there would be some assurance that funds would be there and 
there wouldn’t be the rush to protect themselves by getting in quickly. 

Mr. McDonovcu. Well now, if we should not “grant the billion 
dollars, and go into hearings on extending this at a later date, what 
pertinent testimony would be necess ary to convince the committee that 
a billion dollars was necessary? Couldn’t we obtain that now, rather 
than to wait for 3 or 4 months for it? ‘ 

What change in the market do you anticipate between now and that 
time? 

Mr. Bavenman. We only deal in FHA-insured and VA-guaran- 
teed mortgages, and FH: A has alre: ady raised its interest rate to 5 

ercent. I think that type of mortgage will be more acceptable to 
investors. The FHA 41,4’s, of course, will be discontinued. There 
willbenomore. As to what action is going to be taken with reference 
to the VA 414 percent rate, I don’t know. With the 41% percent rate 
now in effect we find that the number of applications for VA are 
continually going down, and the number of mortgages being guar- 
anteed under the 414 percent are limited. Under the circ umstances, 
those are the things we base our conclusion on, that $100 million in 
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preferred stock, with an additional billion dollars of borrowing au- 
thority would be sufficient. 

The Cuamman. The gentleman’s time has expired. Mr. Rains. 

Mr. Baveuman. And I am not talking about special-assistance 
programs, or support programs. I am talking about the secondary 
market operations. I think we have to distinguish. 

Mr. Rarns. Mr. Baughman, I would like to get Dr. Talle and 
Chairman Spence’s position clear, because I was a partner in the 
crime. I want it definitely understood that what you are asking 
for isa hundred million dollars. The program of the administration 
is for an entire year and that when that came to us, we realized that 
if we passed that, that you weren’t going to be asking for any more, 
and the result was that the members of the committee, who want to 
give more than you are asking for, and most of these men who have 
spoken are among those, cone luded that to keep FNMA from running 
out of money as you say it is, that we had better do something fast, 
so as to keep it operating, and that then we had better do a job for 
FNMA that is much larger than the one you are talking about. 

So I would like the record to show, Mr. Chairman, that the Sub- 
committee on Housing has already set down a tentative date in the 
very near future, for which more than 25 witnesses have already been 
lined up, and many more among Members of Congress are expected 
to come, and that if we followed your procedure of taking the $100 
million only, we would be compelled to have all of those w itnesses, and 
you would run out of money before we get the hearing through. 

That being true, don’t you think the str: itegy of the ‘committee is 
wise and correct? To tr y to put something on the books right now. 
If we are going to have a full dress FNM A hearing, which we will 
have to have if we really expand it, that will take considerable time. 

So the committee’s idea is to go ahead and give you what you need 
now, and immediately come bac *k and give more than you are asking 
for. What do you think of that? 

Mr. BaucumMan. Well, of course, it is a matter of judgment as 
to what is actually needed. 

Mr. Ratns. I want that clear. I didn’t like a lot of telegrams I 
have been getting under the assumption that the administration was 
asking for more than men like Mr. Patman and Mr. McDonough and 
the rest of us favor. The simple truth of the matter is this is what 
the Chairman said it was, a stopgap measure for only a few weeks. 

And you favor it except you want us to pass now the full program. 
That is the difference between your viewpoint and the committee 
viewpoint, isn’t it? 

Mr. Bavenman. That is right. In our best judgment $100 million 
is sufficient. 

Mr. Rains. Well, Mr. Baughman, I will tell you that you better 
have your staff ready for it by the 1st of March for a full dress hearing, 
looking to much larger figures than you are now discussing. And 
I agree with Mr. Patman, Mr. Chairman, that we ought ‘to have 
Mr. Cole to this he: ring. 

Mr. BaucHMAN. May I add something. Mr. Cole was called to 
another hearing this morning. He would have been here except 
that he is attending another hear ing this morning. He had obligated 
himself previous to this and he is sorry he couldn't be here. 
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Mr. Ratns. He can come some other time, can’t he? 

Mr. Baveuman, I assume so, 

Mr. Rats. I don’t have any further questions. I will have a lot 
for you a little later on. 

The Cuatrman. Mr. Betts. 

Mr. Berrts. I have no questions. 

The Crarrman. Mrs. Sullivan. 

Mrs. Sutiivan. I have no questions. 

The CuHarrman. Mr. MeVey. 

Mr. McVey. Mr. Chairman, I have 1 or 2 questions I would like 
to ask. 

I notice on page 7 of your statement— 

This type of authorization provides principally a ready source of funds under 
emergency conditions when private investors might be unable or unwilling to 
purchase F'NMA’s debentures. 

I presume this organization originated to satisfy an emergency 
that existed when interest rates were lower than they are at present? I 
note that you say that you want additional funds to satisfy an emer- 
gency which exists now. 

Now we had an emergency when interest rates were low. We still 
have an emergency when interest rates are high. Have you any ex- 
pectation thi at we will ever get out of an emergency as far as this 


* matter is concerned ? 


Mr. Bavcuman. I would like to distinguish between the type of 
emergency you describe and our present urgency. Our urgency is that 
in this particular instance Cengress set up this secondary market 
operation, with the thought that it would be operated on a continuing 
basis. The mortgage market has been such, in the last year, that it 
has been referred to more or less as a condition of tight money, which 
has exhausted the funds of the secondary market operations, and 
the present urgency is to keep the secondary market rolling. 

As to the other part of your question, as to whether we will ever 
have Utopia-where we won’t have problems with reference to financing 
different projects, whether it be plant and equipment, mortgages, 
and so forth, I think we will always have those problems with us. 

Mr. McVey. You think, then, that the emergency to which you 
refer will probably always be with us? 

Mr. Bavcuman. No, the emergency that I refer to, when we are 
out of money, is here today. But as to the need for money at all times, 
with an expanding economy and the growth of this country, I think 
money problems will always be with us. Not the emergency, but 
money problems. 

Mr. McVey. We have referred a number of times to the tight money 
situation. There seem to be two lines of thought with reg: ird to that 
matter. 

There are those who blame the Federal Reserve Board for a tight 
money situation, and then there are others who say that the tight 
money situation is caused by our inflationary spiral, and the need ‘for 
money, and that there is just as much available as there was 2 years 
ago, or 1 year ago, but that the difficulty is caused by the need for large 
sums of money. Have you any reaction to that? 

Mr. Baveuman. Yes, sir, I think the demand for money is caused 
by expansion of plant and equipment, the need for mortgage money, 
consumer credit—all those factors enter into the need for money. 
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Mr. McVey. You think the difficulty is not primarily the action 
of the Federal Reserve Board, then, in raising interest rates? 

Mr. Bauvcuman. No, I do not. 

The CHatrMan. Mrs. Griffiths. 

Mrs. Grirrirus, I wanted to ask just one question, Mr. Chairman. 

How long do you expect the $100 million you are asking for to last? 

Mr, BaueHMAN,. Our best estimate of the $100 million, with the 
billion dollars, additional borrowing authority, is that 1t would last 
us through fiscal 1958. 

Mrs. Grirrvrras. That would be up until July of 1958? 

Mr. BAucuMan. That is correct. 

Mrs. GerrFirus. Thank you. 

The CuairMan. Mr, Hiestand, 

Mr. Hiestanp. I very much appreciate this statement. I do have 
a lack of information in some regards. May I ask—you stated a 
minute ago that your capital and surplus aggregated $110 million. 

What proportion of your total funds on which you operate is 
Treasury money, and how much, proportionately, is private capital ? 

Mr. Baveuman. I have that figure right up to the—— 

Mr. Hiestanp. Just roughly. 

Mr. Baucuman. Up to the end of February 5. We are operating 
on $358 million of Treasury money—that includes the preferred 
stock—and our public borrowings amount to $400 million. 

Mr. Hirsranp. In other words, it is fairly even ? 

Mr. Baveuman. Yes, sir, but we intend, I hope this month, to go 
out and borrow additional money, and to reduce the Treasury 
borrowings. 

Mr. Hiestanp. I think that is an important point. 

Now have your offerings always found ready subscribers? 

Mr. BaveuMman. Yes, sir, we have had no difficulty on the market. 
Of course, we had to pay the prevailing interest rate, whatever that 
happens to be. 

Mr. Hiesranp. With this $110 million of capital and surplus. You 
would be authorized, would you not, to offer up to $1,100 million ¢ 

Mr. BauvcuMan. Yes, sir. 

Mr. Hiestanp. Why then are we short of capital ? 

Mr. BaucuMan. I am glad you asked the question. We have 
bought approximately 800 and some million dollars of mortgages 
under the secondary market operation. We have in the pipeline 
you always have something in the pipeline—they have 45 days in 
which to deliver mortgages—in the pipeline we have over $200 million 
worth of mortgages, and we have standby commitments outstanding 
which the Congress authorized last year under this secondary market 
operation, of approximately $120 million. 

So you see, we have to take those all into consideration in arriving 
at our borrowing authority and capital. 

Mr. Hiesranp. That is all. Thank you. 

The Cuatrman. Mr. Vanik. 

Mr, Vanik. I would like to ask the witness whether or not we are 
giving proper impetus to the development of debt reduction. I wonder 
whether there are not too many debtors in the business of lending. I 
might use my own case as an example. Is it good business for me, to 
yay off a GI loan, which has been substantially reduced, on which 
{ pay 4 percent interest, when I can get 5 and 6 percent for my money 
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by doing other things with it, very conservative investments. Is there 
anything in the law which would preclude your giving a discount for 
an accelerated repayment of a loan? 

If not, why not? If you make it possible for one to save a couple 
of hundred dollars, by paying off the balance of mortgage you might 
reduce your portfolio and create new mortgage money. Aren’t there 
thousands of people that fall in that same category that could pay off 
their GI loans today, if they were to receive some incentive for re- 
payment? 

By debt repayment you would recover your capital and be able to 
lend it out at higher rate of interest on a new loan for a longer period 
of time. 

Mr. Bavenman. Of course, as to how you would invest your money, 
that is a personal problem. As to whether we should compromise the 
debt by reducing it at the time you want to pay it off, we have never 
adopted. such a policy and I doubt very much if we would. 

That is your obligation, and that is a very big subject, when you 
start compromising debts. 

Mr. Vanix. Are you precluded from compromising the debt if it 
would be good business ? 

Mr. BaveuMan. I think we might be criticized for i 

Mr. Vantx. My question is can you legally do it? 

Mr. Bavenman. I don’t know. I have my counsel here, he can 
answer that question. 

Mr. Rem. As a matter of law, I am of the opinion we could. 

Mr. Vantx. You could? 

Mr. Rew. Yes, sir. 

Mr. Vanrx. Wouldn’t it be good business to get these loans paid 
off, give the debtor an incentive for debt retirement and increase your 
capital? After all, you want to raise capital. I am sure that tre- 
mendous sums of money could be recovered if the debtor had some 
incentive, if he in some way could come into a business-like arrange- 
ment where he would come out all right. 

What incentive is there for 4 percent debtors to pay off their long- 
term debt when their money in Federal insured institutions brings 
almost that much interest and permits cash accessibility ? 

Mr. Mumma. Aren’t those loans repayable at so much per month? 

Mr. VaniK. Yes, sir. 

Mr. Mumma. I thought you would pay them off and put your 
money at 5 percent. 

Mr. Vanrx. There are thousands of debtors in America today who 
ow ve G I loans, who could pay them off, if they were given an incentive 

a discount on their obligation. They would acc elerate their pay- 
iat. 

In exchange for a discount they would pay off their loan. This, 
in turn, would pour the money back into the lending facilities, such 
as Fannie May. 

Mr. Mumma. It seems to me if you could put that money out at 5 
percent in a good investment, the fellow that owns the mortgage 
would be glad to take your money and reinvest, but a contract is a 
contract. You would be repudiating a contract. 

Mr. Vantx. You would not be repudiating a contract. 

Mr. Muna. If you guarantee to pay 4 percent and you want to 
get it for 314. You would be vitiating a contract. 
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Mr. Vanix. It would be a novation, a new contract mutually en-- 
tered into by the parties. In consideration for immediate instead of 
deferred repayment of loan money, the borrower would be given a 
little discount. And that would give the debtor incentive to wipe 
out his debt and would give the lending agency the capital that it 
needs to relend at a higher rate of interest. 

Mr. Mumma. That depends on how badly the fellow who owns the 
mortgage wants it or needs it. 

Mr. Vanix. They need the money. They are asking for it here. 
This is a way they could get it. For example, if I owe $3,000 on a 
GJ loan, and they say, “Look, we will give you a $150 discount if you 
pay it up at once.” It will become good business to clear the debt. 
The lending institution will then have funds available for new long- 
term lending. 

The Cuairman. Mr. Bass. 

Mr. Bass. No questions. 

The Cuamman. Mr. Rutherford. 

Mr. Ruruerrorp. No questions, 

The Cuamman. Mr. Seely-Brown. 

Mr. Srety-Brown. Mr. Baughman, I want to get back to the ques- 
tion of the $50 million as asked for in Resolutions 209 and 210, and 
the $100 million which you have suggested be added as an amendment 
to the language of the resolution. 

Am I correct in my understanding of your point of view, that if 
we have just $50 million, that. will create an uncertainty as to the 
future of the program, and that that uncertainty will be costly to our 
economy in the long run ¢ 

Mr. Baveuman. That is correct. 

Mr. Sre.ty-Brown. Now in view of the statements which have been 
made as to possible future hearings before a special subcommittee, 
what would be the effect if we put the $100 million in now ? 

Mr. Baveuman. I was going to propose that, but I think you have 
taken the words out of my mouth. What is the difference whether 
you put the $100 million in now or the $50 million in now. If the com- 
mittee is going to make a study and think it should be greater later on, 
that is up to Congress, not us. 

Mr. Srrty-Brown. At the same time by putting the $100 million in 
now there would be no uncertainty created in the minds of those who 
might want to participate in the program; is that right? 

Mr. BaveuMan. That is very well stated ; yes, sir. 

Mr. Srety-Brown. Thank you, that is all I have. 

The Cuarrman. Mr. Coad. 

Mr. Coap. Mr. Chairman, I would like to ask one question in fur- 
ther pursuing Mr. Seely-Brown’s questioning at this point. 

If the $100 million is extended at this time, in view of the fact that 
the subcommittee is going to go through a rather full dress hearing 
at this point, what would the administration feel would be then the 
effect, from that standpoint? In other words, would the administra- 
tion then oppose any further increase beyond the $100 million, in view 
of and in light of the Subcommittee’s hearings at that point. In other 
words, would not the $100 million granted now kill any other housing 
program from this point for low interest money ? 

Mr. Baucuman. I wouldn’t think so, Congressman, because it would 
be up to Congress. If they decided to give more money, that would 
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be a matter for Congress. Whether the administration would oppose 
it or not, Iam not in a position to say yes or no. 

Mr. Coap. Don’t you feel that the administration wishes at this 
point would carry some weight as to how they would ask for any future 
administration of a program ? 

Mr. Baveauman., I think it would depend a lot on the circumstances 
and the facts that were developed in the subcommittee hearings, and 
we are just talking about something that is hypothetical here, I 
think it would depend a lot on the need at the time. 

Mr. Coap. Aren’t we talking about something very real here, that 
if there is a hundred million dollars granted now, that then there 
would be the taking away of any basis for any further granting or any 
future hearing ? 

Mr. Baveuron. On the part of the Congress, I don’t think so. 

Mr. Coap. I am talking about the administration’s feeling at this 
point. 

Mr. Baucuman. As I say, I can’t know what position the admin- 
istration would take until the facts were revealed. 

Mr. Coap. That is all, Mr, Chairman. 

The Cuarmman. Mr. Henderson. 

Mr. Henperson. No questions. 

The Cuarrman. Mr. Chamberlain. 

Mr. CHAmpBer.arn. I have a question or so I would like to ask the 
gentleman. 

The Cuarrman. You are recognized. 

Mr. Cuampertarn. What do you do, sir, with the mortgages you 
purchase? These are long-term mortgages. Do vou keep them until 
maturity or what is the program ? 

Mr. Baveuman. According to the act, and according to our policy, 
the purpose is to make these “funds revolv e, and by m: aking them re- 
volve, you do get additional common stock in, which eventually will 
be used to pay off the preferred stock, and in that way you can build 
up your capital and get the Government out of business in the second- 
ary market. That is ‘the theory. 

When you have a good market, you sell. When you have a tight 
market, such as we have now, you buy. 

In the secondary market operations, our sales so far have totaled 
$5 million, and we do get some inquiries even now. If the market 
should turn we would sell our mor tgages. That is the basis for saying 
that a hundred million dollars will carry us through 1958 because we 
feel that possibly by the end of the year there is some chance of 
market improvement whereby we can start selling some of our mort- 
gages and make our funds revolve. 

Mr, CHamper.ain. At the present time that is just speculation.on 
your part? 

Mr. Baveuman. It is a matter of judgment. 

Mr. CHamperiain. Now I take it, from what I have heard—sir, 
I am new here, if you haven’t alre: dy gathered that—that this emer- 
gency program is rather essential, that if it is not continued, I gather 
that it would bring our building industry to a screaming halt almost ; 
is that correct? 

Mr, Baveuman, As far as FHA and VA mortgages are concerned, 
it would have a material effect on the origination of those types of 
mortgages, if the funds weren’t available. 
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Mr. Cuamper.ain. Well, sir, I am quite disturbed at the comments 
that were made by Mr, Patman earlier about the 25 percent figures, 
and being a party to all this robbery and everything else. Would you 
care to comment on his statements in that regard, sir, so that I will 
be a little better informed ? 

Mr. Baverman. I think he referred to second mortgages placed on 
properties. In connection with the FHA program they don’t permit 
second mortgages, and in connection. with VA, I think it is possible 
to do so. But they have to get permission from VA. So we don’t 
have the second mortgage problem in the FHA insured and VA guar- 
anteed programs. 

Mr. Coan. Will the gentleman yield? 

Mr. CHAMBERLAIN. Yes. 

Mr. Coap. What about the discount policy? Is this not intertwined 
with this 25 percent business ? 

Mr. Bavenman. The discount policy—are you talking about con- 
ventional mortgages or FHA? 

Mr. Coapv. FHA. 

Mr. Baucuman. FHA and VA mortgages. 

Mr. Coap. That is right. 

Mr. Bavenman. No, the discount problem comes about in the FHA 
and VA market due to the return on the mortgages. They have a fixed 
interest rate on both of them. And depending upon the market for 
that particular type of investment, and the yield on a comparative 
basis, it is competitive with other investments. That is what brings 
about the discounts. 

Mr. Coap. That is true but you have no policy in that regard. Any- 
one can charge any discount rate they please; is that right ? 

Mr. Batcuman. We don’t originate mortgages, we only buy mort- 
gages after they are originated. And we offer to pay so much money 
for the mortgages in line with the market range of prices for the 
particular type of mortgages in any given State or Territory. 

Mr. Coap. You never investigate then what a discount may have 
been on a particular mortgage ? 

Mr. Baucuman. No, sir. 

Mr. Cuamperzarn. Could I ask this one further question, finally: 
If we act favorably on the request that you have made here, would you 
say that, in taking into consideration that these things are all inter- 
related, that this would tend to stimulate this excessive discounting of 
these mortgages or not? 4 

Mr. Baucuman. As far as VA and FHA mortgages are concerned, 
I think FNMA has done a very good job of assisting in holding up the 
process of mortgages. We stay within the price range, and I think that 
an analysis of the studies we make will bear out the fact that we are 
at or near the top of the range practically all the time, and I would say 
that this action would help prices and not hurt them. 

Mr. Cuamperiatn. Thank you. 

The Cuatrman. Mr. Widnall. 

Mr. Wipnatt. Mr. Baughman, unfortunately I was not able to be 
present through all of your testimony. Did you discuss at all the aver- 
age amount of loan for each mortgage that you are handling? 

Mr. Baveuman. No, but I will be very glad to tell you. The latest 
figure—after we started out they ran about $7,300 to $7,500, that was 
bout 18 or 24 months ago. A more recent average was $10,693. 
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Mr. Wipnau. So that in a period of 18 months the average amount 
of mortgage money has run up from $7,300 to $10,693 ? 

Mr. Baucuman. Yes, sir, I think an explanation i is that in the begin- 
ning we probably didn’t get quite as good a mortgage as we are getting 
today. And I think you also understand and have heard, that the 
selling price of houses has gone up materially in the last 2 years. 

I merely cited that figure to show you the comparison. But I would 
say that that is a very low figure, $10,693 for a mortgage. It indicates 
we are supporting that part of the market where people do need 
housing, and it isn’t the exhorbitantly priced housing. 

Mr. Wipnatt. The point I am trying to make is ‘that part of the 
shortage of mortgage money is due to the fact that it takes more money 
per unit than it did 18 to 24 months ago. 

Mr. BaveuMan. That is actually a fact. 

Mr. Wipnat. So that increases in material prices and increases in 
wages contribute materially to shortage of mortgage money ? 

Mr. Baveuman. That is true. 

Mr. Wipnat. Could we have figures for the record, as to the num- 
ber of mortgages that you have purchased, with the average amount, 
during each 6 months’ period, for the last 3 or 4 years of operation? 

Mr. Bavenmay. I will be very glad to put it in the record; yes, sir. 

(The information requested follows: ) 

FEBRUARY 8, 1957. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear CONGRESSMAN SPENCE: During the course of the hearings yesterday on 
House Joint Resolutions 209 and 210, identical resolutions to amend the Federal 
National Mortgage Association’s charter act, Congressman Widnall requested 
certain information regarding the average purchase prices being paid by the 
Association for mortgages purchased in its secondary .market operations. Spe- 
cifically, I was asked to furnish for the record a statement showing FNMA’s 
activities in that respect for each of the semiannual periods since the beginning 


of FNMA’s secondary market operations. 
The following tabulation provides the information requested by Congressman 


Widnall. 














Average un- 
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If I may furnish the committee with any additional data regarding FNMA’s 
activities, please feel free at any time to call upon me. 


Very truly yours, 
J. S. BaAuGHMAN, President. 
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The Cuatrman. I see Mr. Cole, Administrator Cole is here. Mr. 
Cole was a very distinguished member of this committee, and we 
are always glad to see him and have his views. 

May we have your views on the two resolutions introduced by 
Dr. Talle and myself? 


STATEMENT OF HON. ALBERT M. COLE, ADMINISTRATOR, HOUSING 
AND HOME FINANCE AGENCY 


Mr. Coie. First, Mr. Chairman, I want to offer my apologies to 
the committee for not being here with Mr. Baughman. I think the 
committee understands that I had to appear before a Senate com- 
mittee this morning that I got word about befere I got word about 
this committee. 

The Cuarrman. We understand that. 

Mr. Coie. I appreciate that, sir. 

The Cuarrman. We know you wouldn’t have any aversion to com- 
ing back to your old committee. 

Mr. Coir. No, sir. 

I have, of course, read Mr. Baughman’s statement, and am in agree- 
ment with it. I will be very happy to answer any questions about 
it that you may care to ask. 

The Cuarrman. Did you consider, in considering the resolutions 
offered by Dr. Talle and myself, that they were purely emergency 
measures ¢ 

Mr. Coie. Yes, sir: we understand that. 

The Cuarmman. And that the Committee on Housing is going to 
make an exhaustive study and in the near future will come to some 
conclusions as to what you need. 

The general impression seems to be that the amount you may need 
will be very much more than you ask for. Would that be possible, 
after consideration, investigation, that you might need more? 

Mr. Coir. Well, Mr. Chairman, the amount that we have sug- 
gested seems to us to be appropriate, and we think that it will do 
the job. 

I recognize that in this field there are many, many differences of 
opinion, many sincere differences of opinion, but we have come up 
with a figure which we think we can live with and we think is proper. 

But of course, naturally, we understand the sincere motives of 
the chairman and the ranking member of the committee in presenting 
this different figure. 

The CHatrMANn. Well, you understood that there was a very great 
difference in intent ? 

Mr. Cote. Yes, sir. 

The CHarrMan. We offered this merely as a stopgap emergency 
measure. 

Mr. Cox. We understand that. 

The Carman. You offer yours as a settlement of the whole ques- 
tion. And that is the amount that will continue indefinitely for 
FNMA? 


Mr. Cote. Yes, sir. I think that describes the situation very well. 
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Mr. McDonoveu. Mr. Chairman—— 

The Cuamman. Mr. McDonough. 

Mr. McDonovuen. Mr. Cole, with reference to the statement Mr, 
Baughman read into the record 

The Cuatrman. Well, I think we had better take the 5-minute rule 
if we are going to this. 

Mr. McDonovuen. I thought we had exhausted that. 

Mr. Parman. We were to go around again, as I understand it. 

Mr. McDonovuen. Five minutes? 

Mr. Patman. No, alternate. 

The CHArrMan. We will do the same as we did before; we have a 
new witness. 

Mr. McDonovueu. What is the status of the committee, then / 

. The Cuatrman. Dr. Talle. 

Dr. Tatiz. Thank you, Mr. Chairman. 

I am glad to see you with us here again, Mr. Cole. 

In commenting on the testimony of Mr. Baughman, I referred 
to a sentence on page 5 of his statement. I will quote it again: 





The unobligated resources—including possible borrowings—-of IF NMA’s sec- 
ondary market operations at December 31, 1956 were only approximately $240 
million and those resources are expected to become exhausted in a few weeks. 

I joined with the chairman in introducing the resolution pending 
before the committee, on the theory that it would be best, in view of 
that low figure in your treasury, to have quick action on an emergency 
basis, so that FNMA would not run short. And then, when we have 
opportunity, which I understand we will very soon, early in March, 
to look at the entire housing picture, we can consider something 
more. 

It is not our intention to cut down the amount to one-half on a 
permanent basis. We thought that quick action was needed to avoid 
any panic situation that might arise, because of the low state of the 
treasury of FNMA. 

That is the reason for our resolution, and we thought it would be 
advantageous to those who manage FNMA, as well as advantageous 
to the builders. Quick action would tend to quiet any fear that people 
in the industry might have as to a possible panic situation. 

Mr. Coxe. Yes, sir. I understand that, Mr. Talle.- 1 understood 
your reasoning. 

Mr. Tauie. Thank yeu. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. Brown. 

Mr. Brown. No questions. 

Mr. Patman. Mr. Chairman, I have to go to the floor right away, 
because I have a resolution coming up. Mr. Brown yielded to me 
and I just want to ask Mr. Cole a couple of questions. 

Mr. Cole, if you get this additional $50 million, do you expect to use 
these funds by making monthly allotments ? 

Mr. Coz. No. 

Mr. Parman. Do you expect to have the discounts as you have had 
in the past? 

Mr. Cote. Do you mean the discounts that FNMA prices-—— 

Mr. Parman. That is right. 

Mr. Corz. The prices may change, Mr. Patman. 

Mr. Parman. Well, I am talking about the policy. 
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Mr. Coxe. The policy we have will remain. 

Mr. Parman. Who fixes that policy ? 

Mr. Coxe. Congress fixes the policy. 

Mr. Parman. 1 mean in your organization. The Congress didn’t 
say 9514 percent. 

Mr. Core. No; the FNMA Board determines the price. 

Mr. Parman. Who is on that Board? 

Mr. Cote. That is composed of myself as Chairman, Mr. Baughman, 
who is President, Colonel Reid, Mr. Frank J. Meistrell, and Mr. 
Louis Williams. 

Mr. Parman. Now, in 1954 there was a bill up here to repeal the 
law that permitted discounts. -We had a law against discounts. Do 
you recall that ? 

Mr. Cote. Yes, sir; against excessive fees and charges. 

Mr. Parman. And there was a bill wp here to re peal them. TI am 
interested, because I offered the amendment on the floor of the House 
to strike that out. We didn’t want discounts. And it was stricken 
out. It went to the Senate and they put it back in to allow discounts. 

The conferees reported that they were informed by you and others, 
that you didn’t need that, that you had plenty of power to prohibit 
discounts without this particular provision in the law. . Do you recall 
that? 

Mr. Cotz. No, I don’t recall it in quite that form. 

Mr. Parman. Well, I will read it to you. “Section 504 of the Hous- 
ing Act of 1950 is no longer needed, since adequate authority for the 
control of these fees and charges is otherwise available.” 

Mr. Cote. Yes, sir, that is fees and charges. 

Mr. Parman. And I was told that your agency informed the con- 
ferees—I would have been one of the conferees but I wasn’t here—but 
I was told that your agency informed them that you no longer needed 
it, that you could stop discounts anyway. 

Mr. Core. No, Mr, Patman. I am sorry. We have not informed 
the Congress to that effect. 

Mr. Parwan. W hy would they say that? 

Mr. Core. May I suggest, we haven’t said it. 

Mr. Parman. I know, but the C ongress said it. They said, “It is 
no longer needed.” 

Mr. Cotzx. No, lam sorry. We have never said that. And may I 
say, you won't stop discounts. : 

Mr. Parman. A Government agency can stop it as far as they are 
concerned, ; 

Mr. Coir. I am sorry, a Government agency, in my opinion, cannot. 

Mr. Parman. If you had enough money you could. 

Mr. Cote. I am sorry, you could not. 

Mr. Parman. If you had enough money to keep them at par you 
could. 

Mr. Cox. I suppose if the Government took over control of all of 
the fiscal policies of all the people in the Nation, then I think perhaps 
you could. 

Mr. Parman. I am not as pessimistic as that, Mr. Cole. I think 
you could do it if you had enough money. 

On this 10 to 1, that means where a mortgage is discounted, a person 
has to keep $200 out of every $10,000 with you as an investment in the 
secondary mortgage fund, is that right? 
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Mr. Cote. Do you mean with FNMA? 

Mr. Parman. Yes, sir. Don’t you require an investment in the 

sapital stock ¢ 

Mr. Corr. The stock requirement, yes, sir. 

Mr. Parman. Two percent ? 

Mr. Cote. That is not discount. 

Mr. Parman. That is a stock requirement of $200 on $10,000. Now, 
for that $200, you expand the money 10 to 1. 

Mr. Core. Wesell him stock. 

Mr. Parman. For $200. But he can own that $200, and you expand 
$10 to $1, don’t you! 

Mr. Core. That is correct, $1 to $10. 

Mr. Parman, And you handle mortgages equal to $2,000 from 
which he gets a return, don’t you / 

Mr. Core. Yes, sir; $2,000. 

Mr. Parman. He gets a return on that? 

Mr. Coxe. Yes, sir. 

Mr. Parman. That is all by reason of requiring this investment, 
in order to get the money. They are required to increase that 2 
percent. 

Mr. Core. Well, Mr. Patman, I am not sure that we are talking 
about the same thing. I am not sure that I understand you, This 
is a stock purchase. “This is an effort, of course, to—— 

Mr. Parman. I am sorry, Mr. Chairman, I have got to go. Are 
you going to have Mr. Cole back here ? 

The Cuarrman. We are going to try to go into executive session 
this afternoon at 2: 30, 

Mr. Parman. I am not going to do anything to hold it up, but I 
think we ought to go into it some more. But I have no reason to 
complain since I cannot be here. 

The Cuarmman. Mr. McDonough. 

Mr. McDonoveu. Mr. Cole, if the committee approves the bill as 
written, for $500 million, how long do you think that will last, to 
satisfy the demands made on FNMA? 

Mr. Coie. Well, of course, the answer to that question would neces- 
sitate guessing what the market will be and how many offerings will 
be made. 

If we assume the market will continue as is—I think I had better 
check with Mr. Baughman on this. I will let Mr. Baughman answer 
it. 

Mr. McDonoveu. I was just trying to get two different opinions. 
Mr. ere, answered a similar question. 

Mr. Cote. I don’t have an opinion immediately. Let me think about 
it a moment and I will try to come up with one. 

Mr. McDonoveu. In your experience as Administrator, have you 
not found that the preparation of purchasing the land, arranging for 

material, getting labor organized, and other things for building of 
homes, takes a certain amount of time ? 

Mr. Cote. Oh, yes. 

Mr. McDonoven. And that the builder must have some assurance 
that his working schedule, and his finances, are met, and if there is 
an interim in which FNMA cannot meet the demand for the purchase 
of secondary mortgages, and there is no other source or investment 
house that will buy the mortgages, the builder is stopped, is he not? 
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Mr. Coir. Yes, sir. 

Mr. McDonovuen. And do you believe that the $500 million would 
bring about a period of vacuum there, or hiatus, or period of suspen- 
sion, in building operations across the country? Rather than if we 
had a billion dollars now, that that period of suspension could not 
possibly arise ? 

Mr. Coxe, I think there is a greater chance of it; yes, sir. 

Mr. McDonovuenu. Well, I w ant to know, is there a fear of it? You 
have asked for a billion dollars. 

Mr. Coir. That is the reason we have asked for the billion dollars. 

Mr. McDonougu. In other words 

Mr. Cotz. We do not want to take the chance. 

Mr. McDonoucn. You are asking for a billion dollars to prevent 
that occurring? 

Mr. Corer. Yes, sir. 

The Cuamrman. Will the gentleman yield ? 

Mr. McDonovuen. Yes, sir. 

The Cuarrman. If a billion dollars will supply the FNMA fund 
indefinitely, as the witnesses for the administration say, $500 million 
ought to supply its needs until the Housing Subcommittee can get to- 
gether, in the near future, and recommend a long-term figure. 

Don’t you think so? 

Mr. Core. Certainly, Mr. Chairman. We both have the same ob- 
jective in mind, and the two Congressmen, you and Mr. Talle, in 
introducing this amendment, had the same objective in mind, that 
FNMA be continued. 

I am-sure you had no other objective. We just differ on our means 
of obtaining ‘the objective. 

The Cuatrman. Do you consider the people who are beneficiaries 
in appropriating funds? You do not always give them enough funds 
to quiet their nerves and dispel their apprehensions, do you ? 

Mr. Cour. No, if I understand your question. 

The CHairman. We should not consider that at all. We should 
consider the operations of the market. 

Mr. Coir That is true, but a part of the market, of course, is the 
sensitivity of the market, and the fiscal policies, the attitude of the 
market towards the operation of FNMA is sensitive. 

The CHamman. Well, you would do the best you could with $500 
million. 

Mr. Coir. Very definitely. 

The Cuamman. And that is a considerable amount. 

Mr. Corr. It really is. 

Mr. McDonovucu. You, however, believe that a billion dollars will 
be better 

Mr. Corr. That is correct. 

Mr. McDonoven. And if you obtained a billion dollars, that you 
would not then come to the committee and ask for additional author- 
ization for the fiscal year 1957-58 

Mr. Core. That is right. 

The Cuairman. Would you guarantee that? 

Mr. Coie. No, Mr. Chairman. 

The CHarrman. I know you would not. 

Mr. Coz. I am a little cautious about guaranteeing things, except 
FHA-insured mortgages. 
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Mr. McDonoven. Mr. Cole, what information, what testimony 
would be more convincing to the committee 3 or 4 months from now, 
that we should increase this to a billion dollars, that we do not have 
today ? 

Mr. Corr. I do not know, Congressman. I would not know of any 
additional information that we would have. 

Mr. McDonoveu, Housing starts are pretty low right now, are they 
not ¢ 

Mr. Core. Well, you say pretty low. No. 

Housing starts are not pretty low today. 

Mr. McDonovueu. They are not? 

Mr. Corr. No. 

Mr. McDonovexr. You mean they are low in relation to the starts 
a year ago? 

Mr. Cote. No. A little, not much. 

Mr. McDonoven. Let me pursue this thought, then. In other 
words, if housing starts are not low, why do you want $500 million 
for FNMA to continue from here on? 

Mr. Coir. We think the offerings to FNMA indicate that the market 
is such that it will be used, and T think that it is necessary to keep 
housing starts up. 

Mr. McDonovueu. Do you think that $500 million— 

Mr. Core. I think if FNMA would go out on business, it would 
make quite a difference in the number of housing starts. 

Mr. McDonoven. Then you mean that the $500 million would 
stimulate housing starts ? 

Mr. Corx. Yes, I do. 

Mr. McDonoveu. And a billion dollars would stimulate housing 
starts more than $500 million ? 

Mr. Coie. We are getting out of context a little bit, Mr. Me Donough. 
We do not expect to use, if we got $100 million, we do not expect to 
use that within a few months, you understand. 

What we are talking about is a continuous operation and the need 
to maintain a continuous stability in the market. 

Mr. McDonovan. I understand that. 

The CuHamman. Under the 5-minute rule, Mr. Rains is next. 

Mr. Rats. Mr. Cole, do you have any figures to prove the conten- 
tion that housing starts are not dropping? 

Mr. Corz. No, I did not say that. 

Mr. Rarns. They are dropping. They are operating now at an 
average of less than a million a year. Is that not right? Or about 
900,000 ? 

Mr. Core. No, I do not believe so. 

Mr. Rarys. You do not think so? 

Mr. Corz. No. 

Mr. Ratns. What are the latest figures on it ? 

Mr. Corr. I do not have the very latest figures. They will be 
issued in a few days. 

Mr. McDonoven. The housing starts for the first month of this 
year were some 6,600, as compared to 13,000 last year, same month. 
That is almost half as many. 

Mr. Rarns. Getting back to your statement, you agree th: at, some- 
thing drastic has to be done in the mortgage field, and I am using the 
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word “drastic” if we are to keep housing starts at a reasonable level, 
do you not, Mr. Cole? 

Mr. Core. I certainly think, Mr. Rains, that we have a responsibility 
in Government to do what we can to assist in maintaining this great 
industry, and satisfying the needs of the people who want to obtain 
houses. And I would “feel, as I said before, in answer to another 
question, that termination of FNMA’s authority would be a great 
blow. Certainly we need to maintain it. 

Mr. Rarns. Mr. Cole, is there any feeling in official quarters that 
you know of that it is all right for housing to lag behind, say, last 
year’s level, or the year before that? 

Mr. Corr. No, sir. 

Mr. Rains. Is there any feeling in official quarters that it is ex- 
pendable, say, to a certain degree? 

Mr. Corz. Not in the slightest, that I know of. 

Mr. Rats. You do not. believe that $1 billion—of course, we are 
speaking of the 10 to 1 ratio in using that figure—do you believe that is 
sufficient in view of the tight money market, to operate FNMA to 
where it would be of real assistance to the home- building industry, for 
a 1-year period 4 

Mr. Coxe. Yes, sir, I think so, Mr. Rains. 

Of course, I rec ognize that there are differences of opinion about the 
policy of FNMA. ‘Assuming the policy of FNMA as it is now, it seems 
to us that this is a correct figure. 

Mr. Rarns. Of course, the policy of FNMA as it is now, I would 
assume, has been brought about by the feeling at FNMA that they need 
to protect the dwindling , or spread as thin as they can, I should say, the 
dw indling amounts that they have? 

Mr. Corr. I was talking about the broad overall policy of FNMA to 
provide a secondary market facility. I was not talking about the 
policy of fixing prices. 

Mr. Rarns. You recognize that in the light of events in the mortgage 
niarket in this country now, and likely throughout the year, that pres- 
sure is going to be greater on FNMA than it has been heretofore, do 
you not? 

Mr. Corz. I would not want to say that, Mr. Rains. I must say to 
you, however, in all candor, that at the present time I see no lessening 
of that pressure. 

On the other hand, there are some minor straws in the wind, but very 
minor, that might indicate the market would change next summer. But 
no one knows. I do not, certainly. 

_ Mr. Rains. I have only one other question, Mr. Cole. Of course, I 

ealize that Mr. Baughman is the managing chief of the FNMA and 
that you are only on the policymaking board, but what is the reason 
for FNMA, with its 91 at one place, 88 at Atlanta, I believe, why all 
of that variance in various sections of the country, in their price for 
mortgages ¢ 

Mr. Cote. The prices follow the variance in the local market—it is 
FNMA’s interpretation of the local market. 

Mr. Rarns. You know more about it than I know, and I am not 
asking you to agree with this question, but what can we do to keep 
FNMA ‘from doing that? 

Mr. Cote. Well, you can direct FNMA to purchase mortgages at 
such price that Congress declares to be proper. 
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Mr. Rats. If we did that, what would happen? Would it strait- 
jacket FNMA ? 

Mr. Coxrz. It would change the policy of FNMA. It would turn 
back to the policy which FNMA had prior to the present organization. 
FNMA would never be ina position, in my judgment, or almost never, 
to sell any of the mortgages which it has. 

We now have a portfolio of some $24 billion. 

Mr. BaueuMan. Three billion dollars, all told. 

Mr. Corz. I am talking about the management and liquidating 
functions. 

Mr. Bavenman. $2,440 million. 

Mr. Core. This would grow then, and FNMA would retain the 
mortgages. 

Mr. Rarys. My time is up. 

Mr. Cole, one little statement. At about the Ist of March, we are 
going to start full-dress hearings on FNMA, and I would appreciate 
it if you would give that some thought. 

Mr. Corr. I will be glad to. 

The Cuarrman. Mr. Widnall. 

Mr. Wipnatt. Mr. Cole, do you have any record at all in your office 
as to the completed homes that are unsold, new homes, as to whether 
or not there has been any increase in the number / 

Mr. Corz. Mr. Widnall, we have the best information that is now 
available, and may I say that that information is not always accurate. 
We have information on the vacancy ratio. The last figure I saw— 
and that is fairly recently—and just guessing, I may want to change 
it for the record—was 2.8 vacancy ratio, and in our judgment this is 
not an alarming vacancy ratio. 

Mr. Wipnauz. Does that relate itself to the entire home industry, or 
does that relate itself to the homes that have just been built and are 
unoccupied ¢ 

Mr. Corte. We do not have figures on that, Mr. Widnall. It is too 
bad that this information is not available. 

Mr. Wipnai. Well, that is actually a misleading figure then, to say 
that there is a 2.8 percent vacancy ratio? 

Mr. Coxe. It is not misleading if you understand the basis for it and 
what it means. It just means there are that many houses vacant. 

It is one benchmark to be used to determine the condition of the 
market. 

Mr. Wipnatx. It does not show at any specific locality whether or 
not they are overbuilt there or not ? 

Mr. Corp. Oh, no, the FHA, however, and the VA, too, receive 
reports from localities, individual localities, and the market analyses 
of the localities to determine the condition of the market. They have 
figures of that kind. 

Mr. Wipnari. That would then relate to future mortgage com- 
mitments ? 

Mr. Core. That is right. 

Mr. Wipnatt. It would not in any way tell us whether or not new 
houses were being built that were not being sold ¢ 

Mr. Coxxs. Well, I doubt if it would have that implication. We 
have authority now to undertake more careful studies with respect 
to the things you are discussing, and we rather think that the Congress 
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will permit us to do this, because I think these figures are very im- 
portant. We have never been able to secure them. 

Mr. Wipnaty. Thank you. 

The CuAtrman, Mrs. Sullivan. 

Mrs. Sutirvan. No questions. 

The Cuarrman. Mr. Betts. 

Mr. Berts. Right along the line of what Mr. Widnall was talking 
about, do you have any figures available, or is it going beyond the 
bounds of reason of inquiring whether there is any way of telling 
how much the building of new houses is based on absolute necessity 
and how much on the desires to have a new house ¢ 

Mr. Cote. No, that would be impossible to say. I have seen figures 
which the Bureau of the Census develops, of course, on substandard 
houses. 

I have seen that figure. Of course, you also must understand the 
basis for this statistical item, too. That runs quite high, of course, 
up into the millions. 

Mr. Berts. That is all. 

The CHarrman. Mrs, ‘Griffiths. 

Mrs. Grirrrrus. Mr. Cole, can you tell me again why you think a 
billion dollars would be sufficient indefinitely, or for 16 months? 

Mr. Cote. Well, we think that the billion dollars will provide ade- 
quate turnover of the portfolio, sufficiently to keep it operating. 

Of course, I cannot tell you today what the market will be like. 
This is our judgment. 

Mrs. Grirrirns. Well, now, if you are going to have people buying 
the mortgages from you, is it your estimation that the cost of money 
is going to get cheaper? 

Mr. Cotr. We think it is possible that by the end of the year we 
will be able to sell some mortgages. 

Mrs. GrurrirHs. Why do you think so? 

Mr. Cote. Because we see some evidence of that, as I said a moment 
ago, some straws in the wind, to indicate a loosening of the market. 
Not a great deal. 

Mrs. GriFFiITHs. Have you seen the sign in the sky that Mr. Hoover 
saw ¢ 

Mr. Core. I do not know anything about what Mr. Hoover saw. 
Not at all. I do not indicate that at all. I think the economy is going 
to remain strong. 

Mrs. Grirrirus. Well, if the economy remains strong and the 
demand for money remains strong. 

Mr. Corr. It depends on where the money comes from, Mrs. Grif- 
fiths. If plant expansions would taper off some, quite a change could 
occur this year. 

Mrs. Grirrirus. Did you consider the fact that fewer cars were sold 
in January of 1957 than of 1956, one of the signs ? 

Mr. Core. Not necessarily. The automobile industry is a part of 
the overall picture, of course, but I would say not necessarily. 

Mrs. Grirrirns. And that earning power taken out of the market 
would have no effect ? 

Mr. Corr. The earning power taken out of the market? 

Mrs. Grirrrrus. If the automobile industry goes down, it is not 
going to have any effect on the market? 
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Mr. Core. Well, if you are assuming that the car industry would 
deteriorate to such an extent. that there would be a detericration of 
earning power, and that that earning power would not then be taken 
up in other areas, I would assume that your analysis is correct. But I 
do not know any basis for expecting that is going to happen. 

Mrs. GrirrirHs. I mean this is not one of the factors you have 
considered ? 

Mr. Core. I think our economists who advise us take into considera- 
tion all of these factors. I try to. Iam not.an economist. I am not 
a statistician. But we have to make judgments based upon the factors 
and the information which we have; and our people and I have taken 
into consideration all of the factors that we know, and we think itis : 
fair possibility. 

I am certainly making no guaranty of it—-that we may be able to 
sell some mortgages. 

Mrs. Grirritus. That is all. 

The CHatrman. Mr. Mumma. 

Mr. Mumma. Mr. Cole, there seems to be:a lot of building in my 
district held up because of inability to get mortgage money. I am 
wondering, if this new money is made available to you, on what basis 
do you distribute this money! Would Pennsylvania. get a certain 
percentage ? 

Mr, Cox. No. 

Mr. Mumma. Then, one person could get it all? 

Mr. Corz. No; I do not think so. 

Mr. Mumma. Why won’t it be fair to distribute according to the 
number of starts, or some other factor? You hear a lot-of complaints 
that the boys out in the: West cannot get the money. 

Mr. Cote. My opinion is that if we attempted to do that, we would 
put one more difficult cog in the machinery, and it would be difficult 
to live with it. : 

Mr. Mumma. Or the reverse could be true?. Some fair-haired boy 
could get more than his share ¢ 

Mr. Cote. No, I don’t think so. You are saying that perhaps some 
great institution, having a very large portfolio, could suddenly damp 
itupon FNMA? Isthat your point? 

Mr: Mumoa. Well now, but through practical knowledge of FHA, 
I do know that some people got more permits, or more commitments. 

Mr. Coir. Mr. Mumma, this will always be true. "There are people 
who are a little more efficient in their operations.. Some people are 
a little slower. Some people will always take advantage of the pro- 

gram, 

Mr. Mumma. That isn’t usually the reason that divisions are made, 
though. 

Mr. Cot#. I- know of no other reason. 

Mr. Mumma. But you have no:plan. In other words, some fellow 
who is a high-powered fellow or who throws a party, or something, 
he can get all the money he wants, is that right ? 

Mr. Corr. No, he won’t deal with Mr. Baughman that way, I assure 
you. 

Mr. Mumma. Such things happen ? 

Mr. Corz. Well, influence in government is always a problem. 

Mr. Mumma. Well, to answer my question, it is a free-for-all 

scramble ? 
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Mr. Core. Well, I wouldn't say it is a free-for-all scramble, because 
all of the programs FHA, VA, are available to anyone who wants to 
meet the requirements : and do business with them. “And I really think 
that is the best way. 

Mr. Mumma. At one time or other the commitments were so many 
for this district and so many for that... That could form a basis, if they 
still have it, for the division of the FNMA purchases. 

Mr. Corer. The special assistance fund for cooperatives does have 
an allotment by States. And that.is the only one.’ It is a-$5 million 
limit. 

Mr. Mpma™a. I don’t know whether it was military housing or not, 
but in our community there were,so many starts.or commitments that 
could be made. 

Mr. Coir. You are speaking of a former program for defense hous- 
ing. 

Mr. Mumma, I know it is when houses were scarce. 

Mr. Corr. Either that or FHA title LX. 

Mr. Mumma. Yes, sir, so many commitments, and a fellow from 
New York could come over to Harrisburg, and he would seem to get it 
easier than a man in Harrisburg. 

Mr. Coxe. That is the diffie ulty of attempting to allot it by States. 
You have the same sort of problem, in my judgment. I don’t think, 
considering the policy of FNMA, that it would work, Mr. Mumma. 
You would find one State complaining that they didn’t have enough 
and another saying they had too much. 

Mr. Mumma. I hear a little complaint about it. 

Mr. Coir. There are complaints now and there always will be. 

Mr. McDonovex. Mr. Cole, I have just one more question. On 
the sale of mortgages, through FNMA, how much more than the 
price you pay for them do you sell them at? Or do you sell them 
for less than you pay for them ? 

Mr. Coir. [t is about half a point above at the present time. 

Mr. McDonoven. And the billion dollars then is a revolving fund, 
which will buy more than a billion dollars worth. 

Mr. Corr. Yes, sir, if we sell them. 

The Cuamman. Mr. Anderson. 

Mr. Anprerson. Mr. Cole, I get telegrams and telephone calls and 
letters from people in my district telling me they can’t get money under 
any kind of suitable terms for construction or purchase of new homes. 
They think FNMA ought to help them. If you get either the $500 
million or the billion dollars, are you going to make it possible for 
me to tell my people back there that terms for home buying will be 
a little easier / 

Mr. Cote. You are in a situation in your State, I know, where the 
money market is tight, and I agree with you that it is tight out there. 

On the other hand, I would say that if we don’t get the money, 
it will be much more difficult. I wish I could say to you that this 
would solve the problem. But it will not solve the problem of the tight 
money market today. I wish I could say that it would, but it certainly 
will not. 

Mr. AnpDrrson. Will it help? 

Mr. Cote. I merely say it will help. It will be a step in the right 
direction, and it is a necessary step. But I can’t say to you that it is 
a cure. 
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Mr. Anperson. Thank you, 

The CuarrMan. That concludes the testimony. 

The committee will meet at 2:30 in executive session to consider 
the resolutions. 

We are very glad to have your views, Mr. Baughman, and Mr. 
Cole. I am quite sure that if we give you less than you are asking 
for at the present time we will give you more than you ask for later 
on. 

Mr. Cotz. Thank you, Mr. Chairman. 

The Cuatrman. The Committee will adjourn. 

(Whereupon, at 12:10 p. m., the committee adjourned to reconvene at 
2:30 p.m. of the same day, in executive session.) 
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